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SECTION 1 

INTRODUCTION 

J 

a 
c 
C 

This review guide is  designed t o  be used by: 

-- staffs  o f  F e d e r a l  agencies  i n  developing the i r  
account ing system des igns  t o  t h e  p o i n t  where approval  
by t h e  Comptroller General  can be r eques t ed ,  

- -  staffs  of F e d e r a l  agencies  i n  developing t h e  docu- 
mentat ion of  an account ing system be ing  submit ted 
f o r  approval  by t h e  Comptroller General ,  and 

-- t h e  GAO F i n a n c i a l  Management S t a f f  t o  s y s t e m a t i c a l l y  
cons ide r  and review des igns  o f  account ing systems 
submit ted by execu t ive  agenc ie s  f o r  approval  by t h e  
Cnmptroller General .  

Add i t iona l  review guides  have been developed f o r  use i n  e v a l u a t i n g  

(1) p a y r o l l  and ( 2 )  ADP a s p e c t s  o f  an account ing system design.  If t h e  

system be ing  submit ted is  b o t h  automated and i n t e g r a t e d ,  a l l  t h r e e  review 

guides  should be submit ted.  I f  no t ,  t h e  agency should submit t h e  review 

gu ide ( s )  t h a t  app ly  t o  a l l  a s p e c t s  of  t h e  system d e s i g n  be ing  submit ted 

f o r  r ev iek .  ( A  s e p a r a t e  review guide has a l s o  been prepared f o r  use i n  

e v a l u a t i n g  s t a t emen t s  of  account ing p r i n c i p l e s  and s t anda rds .  ) This  

review guide does no t  i n c l u d e  s p e c i f i c  ques t ions  on t h e  va r ious  f a c e t s  

o f  a s e p a r a t e  p a y r o l l  system r e l a t i n g  t o  p rocess ing  and c o n t r o l  of  pay- 

roll d a t a .  I n  some cases  it may, t h e r e f o r e ,  be necessa ry  t o  ure  a n  

agency’s completed p a y r o l l  system review guide i n  con junc t ion  w i t h  th i s  

review guide.  

CONCEPT AND COMPOSITION 

The review guide i s  based on t h e  concept t h a t  t h e  r e p o r t s  w i l l  

be reviewed f i r s t ,  t h e  account s t r u c t u r e  second, and the account ing 

p rocesses  l as t .  

f i n a n c i a l  i n fo rma t ion  needed t o  p repa re  t h e  agency’s r e p o r t s  must be 

This is  a l o g i c a l  review sequence i n  that  (1) the 
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i d e n t i f i e d  before  the account s t r u c t u r e  can be evaluated and ( 2 )  t he  

accounts t o  be maintained must be i d e n t i f i e d  and t h e i r  con- 

t e n t s  descr ibed before  the accounting processes  can be evaluated.  The tr 

review guide i s ,  therefore ,  divided i n t o  s e c t i o n s  which correspond wi th  

t h i s  approach. That i s ,  some s e c t i o n s  a r e  concerned s o l e l y  wi th  finan- 

c i a l  r epor t ing  requirements,  some with the prescr ibed  account s t r u c t u r e  

and o t h e r s  wi th  the var ious  accounting processes .  Each of these  

s e c t i o n s  inc ludes  f i v e  par t s :  

1. The "Objectives" p a r t  of each s e c t i o n  s e t s  f o r t h  broadly 

s t a t e d  ob jec t ives  which t h a t  po r t ion  of the review i s  t o  accomplish 

and is  intended t o  provide the  reviewer with a genera l  goal  toward 

which he should work. 

2. The "Applicable P r i n c i p l e s  and Standards" p a r t  of each sec t ion  

d e l i n e a t e s  the  accounting p r i n c i p l e s  and s tandards  t h a t  are prescr ibed  

by the  Comptroller General and t h a t  the  accounting system design m u s t  

comply with. 

3 .  The "Discussion" p a r t  of each s e c t i o n  br ings  o u t  c e r t a i n  ad- 

d i t i o n a l  information and explana t ion  r e l a t i n g  t o  GAO requirements t h a t  

would be use fu l  t o  the  reviewer during h i s  eva lua t ion ,  and t o  an t' 

agency i n  developing documentation, but  t h a t  i s  n o t  s p e c i f i c a l l y  s t a t e d  

i n  the  Comptroller General ' s  accounting p r i n c i p l e s  and s tandards.  

~ 

% 
V 

4.  The "Check L i s t "  p a r t  of each s e c t i o n  p resen t s  s e l e c t e d  ques t ions  

t o  be answered by the  agency and t o  be cross-referenced t o  the  design 

documentation. (Fur ther  d i scuss ion  of t h i s  area is  presented on page 1-3) .  
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5.  The "Summary" part of each section provides an outline for 

briefly describing the results of the review and is intended to facili- 

tate and expedite preparation of the required summary report by the 

GAO reviewer. It need not be of concern to agencies in developing and 

providing references to their design documentation. 

REFERENCES 

Notations that appear in parenthesis at the end of the principles 

and standards and at the end of the check list questions are references 

to applicable sections in Title 2 of the GAO Manual for Guidance of 

Federal Agencies. 

Notations that appear in parenthesis in the summary part of each 

section are references to a GAO Financial Management Staff internal 

memorandum which provides guidelines to GAO reviewers for preparing a 

required internal summary report upon completion of the review. 

CHECK LISTS 

Some of the questions included in the "Check List" parts 

of the review guide are similar in nature. For example, most of the 

sections relating to accounting processes ask whether the design 

includes a description of the general ledger accounts to be maintained. 

Although this appears t o  represent numerous duplications, it should be 

kept in mind that the check lists are intended as a tool to aid the re- 

viewer in identifying those portions of the design documentation upon 

which to base his evaluation as to whether the system design conforms 

to the principles and standards included in each section. 
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The check lists are also intended to assist in assuring that the 

design documentation includes the necessary elements. In completing 

the check list parts, the agencies may prefer to provide one overall 

reference (or a series of references) to answer similar questions. 

In order to avoid unnecessary effort and/or misinterpretation of the 

check list questions, it is recommended that agencies consult with GAO 

staff members when completing the check lists. 

APPLICABILITY 

The review guide covers the accounting principles and standards 

prescribed by the Comptroller General. However, some systems submitted for 

approval may not involve all such principles and standards. Therefore: 

in reviewing a particular system design some adjustment to the review 

guide may be necessary. 

Prior to assembling the documentation for a system design being 

submitted for GAO'S approval, Federal agencies should identify the 

principles and standards and the check list questions which are not 

applicable to the system design. In such cases the check list questions 

should be so indicated with the words "not applicable" (N/A). Likewise, 

before starting to review an accounting system design, the reviewer 

should identify the principles and standards and the check list questions 

which are not applicable t o  the design being reviewed. 

F E D E W  AGENCY'S RESPONSES 

A positive answer to any of the check list questions should be 

followed by a reference to the pertinent part of the agency's submission 
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(by page and paragraph number) which demonstrates how the system 

design or the design documentation relates to the question asked. 

A negative answer or an answer of "not applicable" should 

include a reference to a statement in the agency's submission which 

explains the reason or justification for such a response. The 

reviewer should be alert to the possibility that such answers may 

indicate a deviation from a prescribed principle or standard. 

ADVANTAGES 

Use of the review guide in reviewing accounting system designs 

is intended to provide the following advantages. 

1. Contribute to the completeness of the review in that it 

requires analysis of the design in relation to particular 

principles and standards. 

2. Contribute to the efficiency of the review in that related 

principles and standards are grouped and each group is to 

be reviewed in a logical sequence. 

3. Ensure that a consistent approach will be followed in re- 

viewing each system design. 
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SECTION 2 

STATUTORY REQUIREMENTS, RELATIONSHIP TO OTHER SYSTEMS, AND 

RELATIONSHIP TO OTHER FINANCIAL MANAGEMENT FUNCTIONS 

OBJECTIVES 

Our primary objectives are to indentify: 

-- statutory requirements specifically applicable to the 
accounting system under review (or to the activi-ties 
which it supports), 

c 

-- the relationship of the accounting system to other 
financial management functions, 

-- the interface of the accounting system with other 
related systems, and 

-- the agency's plans for implementation of the design. 1 

APPLICABLE PRINCIPLES AND STANDARDS 

Statutory requirements 

An agency must comply with the provisions of all 
applicable laws relating to agency accounting and 
to the administration of the funds and appropriations 
for which it is responsible. (Sec. 8.1) 

Relationship to other financial management functions 

The accounting system of each agency shall be designed t o  
meet all internal needs for cost and other financial data for 
planning, programming, budgeting, control and reporting of 
agency operations. (Sec. 8.2) 

To the extent possible, planning, programming, budgeting and 
accounting cAassifications shall be consistent with each other I 

and should be synchronized with the agency's organizational 
structure. (Sec. 8.6) 

Interface with other systems 

No specific principles and standards are prescribed. 

Implementation plans 

No specific principles and standards are prescribed. 
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DISCUSSION 

If the accounting system design is to produce inputs to 
other systems, the data requirements of the other system will 
be considered only to the.extent necessary to verify that the 
accounting system design will satify these requirements. If 
the accounting system design is to receive inputs from other 
systems, the controls contained in those systems will be 
examined only to the extent necessary to insure timely and 
accurate transmission of the data to the accounting system being 
reviewed. 

The determination as to whether the other systems are so 
designed as to satisfactorily produce information to satisfy 
the requirements of the accounting system being reviewed is a 
function of the design review of the interfacing systems. If 
the interfacing systems are not accounting systems they are not 
subject to our approval, but they may be reviewed by GAO as an 
audit function. 

Part of our objective in this section is to identify any 
specific statutory requirements applicable to the accounting 
system (or activity) under review. For example, a working 
capital fund, industrial fund, etc., for which an accounting 
system is being evaluated is usually governed by a specific 
statute. Therefore, the reviewer must be aware of the re- 
quirements contained in such statutes and must determine, 
during his subsequent evaluation of the system, whether the 
system complies with these requirements. 

Section 27.5 1.a to 1.d of Title 2 sets forth design 
documentation requirements relating to a general description 
of the accounting system, including the relationship of the 
accounting system to the agency's program, budget and organizational 
structure and the interface of the accounting system with other 
systems. Section 27.5 8.a and 8.b of Title 2 sets forth design 
documentation requirements relating to the plans for implementing 
the accounting system. The following questions are generally 
related to these requirements. 

CHECK LIST 

1. Does the design documentation include references 
to, or cite sections of, pertinent provisions of 
law applicable to the accounting system? 

Answer Reference 
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2. 

3. 

4. 

5. 

6. 

7. 

a. 

9. 

Answer 
Does the  des ign  show the  agency's dec i s ion  
as t o  the o rgan iza t iona l  l e v e l s  f o r  which 
budgeting and account ing d a t a  w i l l  be 
accumulated? 

Does the  design show: 

a. t he  program s t r u c t u r e  which w i l l  be 
used f o r  budgeting and accounting? 

b,  t h e  ex ten t  t h a t  data can be d i r e c t l y  
charged t o  programs and/or t h e  e x t e n t  
tha t  a l l o c a t i o n s  o r  cos t - f ind ing  
techniques w i l l  be used? 

Reference 

Does t h e  design show: 

a ,  how f i n a n c i a l  data w i l l  be c l a s s i f i e d  
i n  the  accounting system t o  p e r m i t  
accumulation of data necessary t o  
accommodate the  budget s t r u c t u r e  used 
f o r  p re sen ta t ion  of t he  budget reques ts  
t o  t h e  aongress,  inc luding  the sub- 
o rd ina te  p ro jec t  s ta tements? 

b. the e x t e n t  t h a t  f i n a n c i a l  data can be 
c l a s s i f i e d  d i r e c t l y  t o  budget a c t i v i t i e s  
and s u b a c t i v i t i e s  and/or t h e  e x t e n t  
t h a t  a l l o c a t i o n s  w i l l  be made? 

Does the  des ign  expla in  the  system of planning 
used by the  agency and i n d i c a t e  how the  
s t r u c t u r e  used i n  the  account ing system w i l l  
support  t h e  planning s t r u c t u r e ?  

Does the  des ign  show how the  system w i l l  
i n t e r f a c e  wi th  o t h e r  r e l a t e d  systems? 

Is the  accounting system designed t o  
provide the requi red  inpu t s  t o  the  
r e l a t e d  sys tem? 

a. A r e  the d a t a  requirements of  the 
r e l a t e d  system descr ibed? 

Is the  accounting system designed t o  
rece ive  outputs  from i n t e r f a c i n g  systems? 

a. Are con t ro l s  contained i n  the  i n t e r -  
f ac ing  system f o r  providing t imely  
and accura te  t ransmiss ion  of  data 
descr ibed? 

Does t h e  des ign  inc lude  c h a r t s  which show the  
flow of data t o  and from related systems? - 
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Answer 

10. Does the design documentation include: 

a. for those systems in the develop- 
mental stages : 

a schedule (milestones) 
for the development of pro- 
cedures and manuals needed to 
implement the accounting 
system design? 

the proposed conversion process 
including plans for training? 

a tentative schedule for imple- 
menting the system (testing and 
development milestones up to 
and including initial implemen- 
tation and declaration of the 
system operational)? 

a description of the planned 
methods for testing the logic 
and reliability of the system? 

provisions f o r  evaluating 
system test results and making 
appropriate adjustments to the 
system design to prevent problems 
identified from reoccurring? 

b. for those systems implemented and 
declared operational: 

(1) provision for testing the 
logic and reliability of 
changes to the sys tem? 

(2 )  provision for evaluating sytem 
change tests prior to implemen- 
tation of the changes in an 
operational mode? 

SUMMARY 

Reference 

Briefly describe the relationship of the system to any other 
accounting systems of the agency and to the agency's overall financial 
management system. ( 2/19/75 Memo, Item B ( 4 ) )  
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B r i e f l y  i n d i c a t e  the ex ten t  t o  which the  system i s  in t eg ra t ed  
o r  i n t e r f aced  wi th  o t h e r  f i n a n c i a l  management func t ions  of  the  
agency. ( 2 /19/75 Memo, Item B ( 5 ) )  

Comment on any problem a reas  noted. ( 2/19/75 Memo, I t e m  D )  
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SECTION 3 

FINANCIAL REPORTING 

REPORTS TO BE PREPARED 
c 

OBJECTIVES 

Our primary objectives are to: 

-- identify the internal and exte-nal reports, 
-- ensure that the agency plans to prepare the prescribed 

financial reports, and 

-- ensure that the agency plans to prepare .other reports 
designed to meet all internal needs for cost and other 
data. 

APPLICABLE PRINCIPLES AND STANDARDS 

The accounting system shall be designed to meet all in- 
ternal needs f o r  cost and other financial data for plan- 
ning, programming, budgeting, control, and reporting of 
agency operations. (Sec. 8.2) 

The financial data produced by the accounting system 
must be useful to the officials requiring it. (Sec. 8 . 4 )  

Agencies financed from appropriations or similar authori- 
zations should prepare periodic reports on the status 
of such authog5zation as prescribed by OMB. (Sec. 17.2(d)) 

Special financial reports required by the Congress, its 
committees, and the central agencies should be prepared 
in accordance with prescribed instructions. (Sec. 17.2(f)) 

Financial reports to be prepared include: 

1. External reports required by control agencies and others. 
2. Internal reports useful to agency management. 

Basic internal reports required will be (1) statements 
of assets and liabilities and (2) statements of 
operations of an agency's programs and activities. 
(Sec. 17.2) 

Financial performance in relation to statutory or other 
limitations prescribed by higher authority shall be 
specifically reported. (Sec. 17.3(a) (7) 1 

3-1 



Separate  s ta tements  should be prepared f o r  each fund. 
Combined or consol idated s ta tements  f o r  two o r  more 
funds should be prepared i f  such s ta tements  w i l l  
b e t t e r  present  the  f i n a n c i a l  opera t ion  o r  condi t ion  
of  the  agency. (Sec. 17 .2(e) )  

DISCUSS I O N  

I n  essence,  the  agency should: 

-- provide an appropr ia te  r ecu r r ing  r e p o r t  t o  each manager/ 
a c t i v i t y  wi th in  the  agency who has a l eg i t ima te  need f o r  
f i n a n c i a l  information, 

-- prepare a l l  app l i cab le  r epor t s  prescr ibed  by e x t e r n a l  
organiza t ions ,  and 

-- prepare f i n a n c i a l  r epor t s  prescr ibed  i n  Sec t ion  17.2 of  
T i t l e  2. 

Reports requi red  of  and prepared by each agency w i l l  
n e c e s s a r i l y  vary with t h e  purpose t o  be served. 
systems are requi red  t o  prepare some of t h e  r e p o r t s  prescr ibed  
i n  T i t l e  2;  e .g . ,  Statement of Assets and L i a b i l i t i e s .  However, 
t he  type of opera t ion  t o  be accounted for may be such t h a t  a l l  
r epor t s  may not be app l i cab le  t o  the  accounting system under 
review. For example, r epor t s  prepared f o r  an opera t ion  f inanced 
through an appropr ia t ion  would be d i f f e r e n t  than those prepared 
for  a c t i v i t i e s  involved i n  a business- type opepation (and v i ce  
ve r sa ) .  The d a t a  requi red  f o r  e x t e r n a l  r e p o r t s  w i l l  o r d i n a r i l y  
c a l l  f o r  less d e t a i l e d  information, perhaps repor ted  less 
f requent ly ,  than the data needed by the  agency f o r  i t s  own 
i n t e r n a l  r epor t s .  
o r d i n a r i l y  be prepared from t h e  same source d a t a  and should be 
i n  agreement. 

A l l  accounting 

Both e x t e r n a l  and i n t e r n a l  r e p o r t s  should 

A l l  r epo r t s  t o  be prepared by the  agency should be i d e n t i f i e d  
e a r l y  i n  the  review so  t h a t  t h e  d a t a  needed f o r  t h e i r  p repara t ion  
may be considered when we determine vhether  the  accounting system 
i s  capable of  providing a l l  needed f i n a n c i a l  information. 

, 
Answer Reference 

CHECK LIST 

1. Is t h e r e  a d e s c r i p t i o n  f o r  each i n t e r n a l  
r ecu r r ing  r e p o r t ,  inc luding  the  t i t l e ,  
form number, purpose, frequency, per iod 
covered o r  "as of" date? (Sec. 27.5 2.b) 

2. Is t h e r e  a l i s t i n g  by t i t l e  and form number 
of e x t e r n a l  r epor t s  produced o r  p a r t i a l l y  
produced by the  system? (Sec. 27.5 2.d) 
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Answer Reference 

3. W i l l  t h e  r epor t s  prescribed by 
Sec.  17.2 be prepared by t h e  agency? 

a .  does t h e  des ign  s p e c i f i c a l l y  
i d e n t i f y  which o f  t h e s e  r e p o r t s  
w i l l  no t  b e  prepared? 

b. does t h e  design provide a 
j u s t i f i c a t i o n  o r  basis fo r  no t  
prepar ing  a p a r t i c u l a r  r e p o r t ?  

SUMMARY -- 
Describe b r i e f l y  t h e  bas i c  types  of  r e p o r t s  t o  be produced by t h e  

agency. (2/19/75 Memo, Item C (1) (k)) 

Comments on any problem areas noted.  ( 2/19/75 Memo, Item D) 
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SECTION 4 

FINANCIAL REPORTING 

, *-' , 

ADEQUACY OF REPORTS 

OBJECTIVES 

Our primary objectives are to: 

-- determine whether the financial r e p o r t s  proposed 
by the agency will provide a clear and complete 
disclosure, and 

-- ensure that the agency intends to include the prescribed 
cost information in its reports and financial statements, 
when appropriate, and thskcost information is adequate 
for the purpose for which it is to be used. 

APPLICABLE PRINCIPLES AND STANDARDS 

Adequacy of financial statements 

Financial reports should be prepared to clearly disclose 
significant financial facts about agency operations and 
activities. (Sec. 17.1) 

Specially 
to round out each agency's pattern of financial report- 
ing to fully disclose the financial aspects of its 
operations, (Sec. 17.2(f)) 

designedadditional reports should be prepared 

The amount of detailed information shown, including 
explanatory notes as to unusual items, graphic presenta- 
tions where appropriate, and accompanying interpretative 
comment shall be sufficient to provide a clear and com- 
plete report. However, unnecessary detail shall be 
avoided particularly where the effect of its inclusion 
would be to obscure significant financial data. 

1 

(See. 17.3(8) (6)) 

The effect of all transactions occurring during an 
accounting period shall be included in the financial reports 
for that period. (Sec. 8.10(b)) 
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Adequacy of c o s t  r e p o r t s  

An accounting system must provide a b a s i s  f o r  r epor t ing  
c o s t s  of performance i n  accordance with: 

a. Major o rgan iza t iona l  segments, 
b. Budget a c t i v i t i e s ,  and 
c. Program s t r u c t u r e .  (Sec. 8 .2)  

Agency accounting systems must produce appropr i a t e  da t a  
on the  c o s t  of car ry ing  o u t  opera t ions .  (Sec. 16.3) 

Needed c o s t  information w i l l  be produced f o r  management 
and r epor t ing  purposes. (Sec. 16.4) 

Adequate c o s t  r e p o r t s  are requi red  i n  support  o f :  

a. implementation of cost-based budgets, 

b. t he  requirement t o  account f o r  c o s t s  where 
reimbursement f o r  s e rv i ces  performed i s  t o  be 
a t  c o s t  o r  where s a l e s  p r i c e s  are p r imar i ly  
based on c o s t ,  and 

c. the  requirement t o  account f o r  c o s t s  where 
f u l l  recovery of c o s t  from customers o r  u s e r s  
of s e rv i ces  i s  a s t a t u t o r y  requirement. (Sec. 16.4) 

Cost accounting techniques should include,  where appropri-  
a t e  and f e a s i b l e ,  the  production of quan t i ty  da t a  r e l a t e d  
t o  performance o r  output .  (Sec. 16.4) 

Cost r e p o r t s  by area of r e s p o n s i b i l i t y  should be con- 
s i s t e n t  wi th  the  assignment of r e s p o n s i b i l i t y .  (Sec. 16.4(3)) 

DISCUSSION 

The agency must prepare f i n a n c i a l  repor t s  which c l e a r l y  and 
completely d i s c l o s e  the  important f i n a n c i a l  a spec t s  of the  agency's 
opera t ions ,  

A discuss ion  of c o s t s  t o  be included i n  c o s t  r e p o r t s  i s  included 
i n  Sec t ion  15--Accounting f o r  Costs.  

Reporting s tandards a r e  discussed i n  d e t a i l  i n  Sec t ion  17.3 of  
T i t l e  2. The reviewer must consider  whether the  r e p o r t s  t o  be 
prepared by the  agency comply with those s tandards.  Adequacy of fund 
c o n t r o l  r e p o r t s  i s  included i n  Sec t ion  6 of t h i s  review guide. 
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CHECK LIST Answer R e f  e rence 

1. Are the  types of f i n a n c i a l  information t o  -8 

be provided the  var ious l e v e l s  of manage- 
ment on internal .  r e p o r t s  descr ibed? 
(See. 27.5 2 . c ( l ) )  

2. If t h e  agency plans t o  produce any f i n a n c i a l  
d a t a  or r e p o r t s  based on sources  o the r  than  
the  accounting system, does the  design exp la in  
the  basis used f o r  determining such da ta?  
(See. 17.3(a) ( 3 ) )  

3. W i l l  i n t e r n a l  r epor t s  be prepared which 
compare actual wi th  planned cos ts?  

4. For revenue-producing opera t ions ,  w i l l  
r e p o r t s  be prepared which compare revenues 
earned wi th  t h e  c o s t  of providing t h e  
r e l a t e d  se rv ice  o r  product? (See. 17 .2(b) )  

5. Do i n t e r n a l  r e p o r t s  provide information 
on u n i t  cos ts?  

6. D o  t he  c o s t  r e p o r t s  include and ident i f 'y  
i n d i r e c t  and unfunded cos t s  vhere f u l l  
cos t  is  required? 

SUMMARY 

Comment on any problem areas noted (2/19/75 Memo, I t e m  D )  
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SECTION 5 

FINANCIAL REPORTING 

REPORT QUALITIES 

OBJECTIVES 

Our primary objectives are to ensure that the agency has: 

-- adopted an appropriate pattern of reporting for each 
type of recurring internal report (e.g., fund status, 
status of internal cost-based budgets, costs, etc.), 

-- established an appropriate issuance date for each report 
and an appropriate reporting frequency for each internal 
report, and 

-- given appropriate consideration to prescribed require- 
ments when establishing formats for and information to 
be included in the reports and statements that it plans 
to produce. 

APPLICABLE PRINCIPLES AND STANDARDS 

Internal Reporting Pattern 

The basic pattern followed in the preparation and sub- 
mission of internal financial reports should be 
conformity with assignments of responsiKLity to 
organizational units. (Sec. :7.3(d) 

Timeliness 

Financial data must be promply presented. (Sec 

Financial reports should be prepared and issued 
as necessary to be of maximum use to management 
and to meet prescribed external requirements. 

Generally, reports should be prepared t o  cover- 
at the end of--accounting periods of four weeks 
month. (See. 17.1) 

in 

8 . 4 )  

as often 
officials 
Sec. 17.1) 

or  be issued 
or a calendar 

All needed reports must be produced promply to be of maxi- 
mum usefulness. 
and the cost and effort should not be incurred to produce 
relatively minor refinements of data. (Sec. 17.3(c)) 

The issuance of reports should not be delayed, 

Financial reports prepared by Federal agencies must comply with 
the specific requirements of applicable laws and regulations 
as to frequency. (Sec. 1 7 . 3 ( b ) )  

5-1 



- .  , 

I. . 

Reauirements f o r  a l l  reDorts 

A l l  e s s e n t i a l  f i n a n c i a l  f a c t s  r e l a t i n g  t o  the  scope and 
purpose of  each r epor t  and the period of time involved 
s h a l l  be included and c l e a r l y  displayed. (Sec. 17.3(a) (1)) 

The f i n a n c i a l  data reported sha l l  be derived from 
accounts t h a t  a r e  maintained on a cons is ten t  basis 
from period t o  period; material changes i n  accounting 
po l i c i e s  or  methods and t h e i r  e f f e c t  s h a l l  be c l e a r l y  
explained. (See. 17.3(a)(8)) 

All appropriate  s t eps  should be taken t o  avoid bias, 
obscurement of s i g n i f i c a n t  f a c t s ,  and presenta t ion  
of misleading information. (See. 17.3(a) (2) )  

Where f i n a n c i a l  d a t a  or repor t s  based on sources o the r  
than the  accounting system a r e  presented, t h e i r  basis 
should be c l e a r l y  explained. (See. 17.3(a) (3)) 

Consistent and nontechnical terminology s h a l l  be used 
i n  f i n a n c i a l  r epor t s  t o  promote c l a r i t y  and usefulness.  
(See. 17.3 (a) ( 9 ) )  

Financia l  repor t s  prepared by Federal  agencies must 
comply with the  s p e c i f i c  requirements of appl icable  
laws and regula t ions  as t o  nature  and content.  
(See. 17.3(b)) 

F inancia l  r epor t s  prepared by Federal  agencies m u s t  com- 
p l y  with a l l  appl icable  r e s t r i c t i o n s  per ta in ing  t o  infor -  
mation t h a t  i s  c l a s s i f i e d  f o r  na t iona l  s e c u r i t y  purposes. 
(See. 17.3(b)) 

Requirements f o r  F inancia l  Reports 

Inteeagency and in te r fund  t ransac t ions  should be sepa ra t e ly  
i d e n t i f i e d  i n  agency records and statements s o  t h a t  they may 
be properly t r e a t e d  i n  preparing consolidated f i n a n c i a l  
statements.  (Sec. 8.7) 

When fore ign  currency i s  not r e a d i l y  convert ible  t o  U.S. 
currency r epor t s  may be stated i n  d o l l a r  terms bu t  the  
r epor t s  should d i sc lose  t h a t  t he  dol lar ,amounts  shown 
f o r  fore ign  currency t ransac t ions  and balances do not  
represent  revenues, expenditures and assets i n  terms of  
r ea l i zab le  U.S. currency. (See. 12.3) 

Estimates of the  pbrCion of accounts receivable  that. may 
not be c o l l e c t i b l e  s h a l l  be d isc losed  sepa ra t e ly  i n  
f i n a n c i a l  repor t s .  (See. 12.4(6)) 
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Receivables collectible in a form of foreign currency 
and not freely convertible may be stated in dollar terms 
using the appropriate conversion rate if the report con- 
tains a statement disclosing that the balance of such 
receivables are not assets in terms of realizable 
U.S. currency. (Sec. 1 2 . 4 ( 7 ) )  

Significant classifications of property should be 
established for reporting purposes to clearly disclose 
the nature of the property. (Sec. 12.5(c)) 

Loans authorized but not disbursed should be disclosed 
in explanatory notes to financial reports. (See. 12.4(4)) 

The financial statements or notes thereto should 
contain a general description of the method(s) use 
in computing depreciation of major classes of depreciable 
assets. (Sec. 12.5(h)) . 

Extraordinary items of revenue and cost shall be shown 
separately from the results of ordinary items in the 
statements of operations. (Sec. 14.6) 

Contingent liabilities of material amounts shall be 
disclosed and explained in the financial reports. 
(Sec. 1 3 . 3 )  

Financial reports on Pederal insurance, pension, and 
similar programs which are measured on an actuarial 
basis shall disclose the full current costs of these 
programs as they accrue and the estimated liability 
at any given time to make future payments. (Sec. 1 3 . 4 )  

The major elements of the Federal investment shall be 
separately disclosed in financial reports. Major changes 
for each fiscal period should be summarized in separate 
financial schedules. (Sec. 14.1) 

Agencies shall disclose in financial reports the cost 
and related liability for accrued annual leave as of 
the close of each fiscal year as a minimum. (Sec. 16.8(a)) 

Costs incurred and paid by other agencies should be 
separately identified in agency financial reports. 
(Sec. 16.8(d)) 

All realized gains or losses on exchange transactions 
shall be disclosed in financial reports. (Sec. 16.8(f)) 
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Unusual costs or losses of a nonrecurring nature which 
are substantial in amount should be classified sepa- 
rately in operating statements. (Sec. 16.8(g)) 

If significant amount-s of costs applicable to an 
activity for which a statement of operations is being 
presented are excluded by reason of their being 
financed by other agencies or funds, such exclusions 
shall be clearly explained in accompanying notes along 
with estimates of the amounts involved. (Sec. 17.3(a)(4)) 

Net increases or decreases in the liability for annual 
leave should be classified as an operating cost for the 
year, at least at the appropriation level, in agency 
financial reports. (Sec. 16.8(a)) 

Requirements for Internal Reports 

Financial data must be clearly reported and its 
significance readily understandable. (Sec. 8.4) 

The form, content, and arrangement of each report 
shall be as simple as possible and designed to 
communicate significant financial information clearly 
to the users of the report. (Sec. 17.3(a)(5)) 

The preparation and distribution of reports that are 
unnecessary, not useful, or excessively detailed 
should be avoided as causing an unnecessary expendi- 
ture of public funds. (Sec. 17.3(d)) 

Requirements for Cost Reports 

Cost reports should disclose the nature and estimated 
amount of any significant elements of cost omitted 
from the accounting system and the reason for the omission. 
(Sec. 16.4(1)) 

Accounting practices for allocating indirect costs 
must be devised with care so as to avoid producing 
cost data that obscures the total costs for which 
responsible managers should be held accountable. 
(Sec. 16.4(3)) 

Costs assigned to a given organization or purpose 
should include estimates of costs paid or financed 
through other funds or agencies. (Sec. 16.4(4)) 
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Unless specifically required by law, forms of leave 
other than annual leave need not be recorded unless 
complete cost information is required. (Sec. 16.8(a)) 

Depreciation must be included in cost reports in 
specific circumstances. (Sec. 16.8(b)) 

Accounting procedures should be adopted by each agency 
t o  incorporate costs incurred and paid by other agencies 
into its accounting system whenever periodic determina- 
tions of total costs of performance are needed and the 
amounts of the costs incurred and paid by other agencies 
are determined to be of significance in relation to the 
total costs of the agency, activity, o r  operation on 
which financial reports are being prepared. (Sec. 16.8(d)) 

Losses which have been actually incurred or which may 
be reasonably expected to occur during the accounting 
period shall be disclosed in financial reports. 
(Sec. 16.8(f)) 

DISCUSSION 

The above principles and standards establish requirements 

applicable to each report and financial statement to be prepared 

by the agency. In addition, they require certain information to 

be included in the agencies'financial statements and prescribe 

the manner in which some information is to be presented. 

Each report must be prepared promptly and as frequently as 

necessary. A l l  reports prepared by the agency for internal use 

must be necessary and financial data must be clearly reported. 

Agencies are required to (1) identify all costs omitted 

from c o s t  reports, (2)  design reports so that costs o f  primary 

interest to recipients are not obscured, and ( 3 )  include certain 

elements of costs in cost reports under specified circumstances. 
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As a genera l  r u l e ,  t he  elements of cos ts  t o  be included i n  a 

cost r epor t  should be determined on the  b a s i s  of t he  needs of t he  

r ec ip i en t s .  When f u l l  cos t s  a r e  required,  however, all i n d i r e c t  

cos t s ,  unfunded cos ts ,  and cos t  incurred and paid by o ther  

agencies should be included. 

2 GAO 12.3 discusses  f i n a n c i a l  statement d isc losure  of 

fore ign  currencies  i n  excess of the  needs of Treasury which have 

been a l loca ted  t o  agencies f o r  use i n  t h e i r  programs. 

CHECK LIST Answer 

1. 

2 .  

3. 

4. 

5. 

6.  

Is the re  a descr ip t ion ,  supported by a 
char t ,  of the  o v e r a l l  recur ren t  report-  
ing plan of the  e n t i t y  (e.g., pyramidal 
repor t ing)  i n  regard t o  both: (a) i t s  
i n t e r n a l  operations,  including lower 
management echelons, and (b)  ex te rna l  
repor t ing  r e s p o n s i b i l i t i e s ?  
(Sec. 27.5 2.a)  

Is a sample format f o r  each i n t e r n a l  
r epor t  included, showing i l l u s t r a t i v e  
d a t a  elements (column headings and 
s t u b  capt ions) ,  with pro-forma d a t a  
inser ted?  (Sec. 27.5 2.c(2))  

What i s  the  accounting period (i.e.,  
calendar month, 4 weeks, e t c . )  f o r  
which data w i l l  be accumulated and 
reported? 

Does t h e  design documentation demon- 
s t r a t e  t h a t  f i n a n c i a l  r epor t s  w i l l  
be produced promptly? 

W i l l  i n t e r n a l  f i n a n c i a l  r epor t s  conform 
t o  assignments of r e s p o n s i b i l i t y  t o  
organiza t iona l  uad$s? 

W i l l  r epo r t s  t h a t  a r e  produced be con- 
s i s t e n t  from period t o  period? 

Reference 



Answer Reference 

7. If f i n a n c i a l  data i s  presented which 
i s  based on sources  o the r  than  the  
accounting system w i l l  such sources  
be c l e a r l y  explained? 

8. W i l l  in teragency and in t e r fund  t r a n s -  
ac t ions  be sepa ra t e ly  i d e n t i f i e d  i n  
f i n a n c i a l  r e p o r t s  so  t h a t  they  may be 
properly treated i n  preparing con- 
s o l i d a t e d  f i n a n c i a l  s ta tements? 
(Sec. 8.2) 

9. W i l l  f o r e i g n  currency t r ansac t ions  ever  
be included i n  f i n a n c i a l  s ta tements? 

10. W i l l  exp lana tory  notes  be included i n  
f i n a n c i a l  s ta tements? 

a. I f  so, does t h e  des ign  docu- 
mentation i n d i c a t e  the  type 
o f  information that w i l l  be 
included i n  them? 

11. If the  agency's opera t ions  involve 
programs which are measured on an 
a c t u a r i a l  basis, w i l l  f i n a n c i a l  
r e p o r t s  d i s c l o s e  : 

a. t h e  f u l l  and cu r ren t  c o s t  of 
t hese  programs as they  accrue? 

b. t he  est imated l i a b i l i t y  a t  any 
given t i m e  t o  make f u t u r e  pay- 
ments? 

12. W i l l  f i n a n c i a l  r e p o r t s  prepared by t h e  
agency comply wi th  app l i cab le  l a w s  
and r egu la t ions  as to :  

a. frequency? 

b. nature? 

c. content?  

d. information t h a t  i s  c l a s s i f i e d  
f o r  n a t i o n a l  s e c u r i t y  purposes? 
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Answer Reference 

13. W i l l  t he  fol lowing be recognized i n  
f i n a n c i a l  r epor t s :  

a. r e a l i z e d  gains  and l o s s e s  on 
exchange t r ansac t ions?  

b. unusual cos t s  or losses  of' a 
( i .e. , nonrecurr ing nature? 

ex t r ao rd ina ry  i tems)  

c. l o s s e s  (o the r  than  on exchange 
transaction$) which have been 
a c t u a l l y  incur red  dur ing  t h e  
account ing period? 

d.  l o s s e s  which may be reasonably 
expected t o  occur a t  a f u t u r e  
t i m e ?  

e .  deprec ia t ion?  

f .  amounts of unco l l ec t ib l e  accounts 
r e  ce  i vab l e  ? 

g. c o s t s  incur red  and paid by o the r  
agencies  o r  funds? 

h. cont ingent  l i a b i l i t i e s ?  

i. s i g n i f i c a n t  c l a s s i f i c a t i o n s  of 
property? 

j .  major elements of t h e  Federa l  
i nve sme n t ? 

k. cos t  and r e l a t e d  l i a b i l i t y  of 
accrued annual leave? 

1. ex t rao rd ina ry  items of revenue? 

SUMMARY 

Comment on any problem areas noted. (2/19/75 Memo, I t e m  D )  
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SECTION 6 

FINANCIAL RXPORTING 

F " D  CONTROL FGPORTS 

OBJECT IVE S 

Our primary objec t ives  a r e  t o  in su re  the  agency plans t o :  

--Provide appropr ia te  r epor t s  on s t a t u s  of  funds to :  

1. the  agency head or  h i s  designated fund 
coordinator .  

2. t h e  budget o f f i c e .  

3. a l l o t t e e s  and r e c i p i e n t s  of o ther  adminis t ra t ive  
subdiv is ions  made f o r  t he  purpose of r e s t r i c t i n g  
ob l iga t ions  t o  au thor ized  mounts .  

- - Issue fund s ta tus  r epor t s  promptly and a t  appropr ia te  
i n t e r v a l s .  

--Prevent t he  maintenance of unnecessary cuff  records f o r  
apportionment con t ro l  pmposes.  

APPLICPrBLF, PRINCIPLES AND STANDARDS 

Timeliness of fund con t ro l  r epor t s  

Obligat ion information must be repor ted  promptly. 
(See. 10.4) 

Accuracy of fund con t ro l  r epor t s  

Obligat ion information mus t  be repor ted  accura te ly .  
(See. 10.4) 

Only those amounts meeting the  c r i t e r i a  of s e c t i o n  1311 
of t h e  Supplemental Appropriation Act, 1955 (31 U.S.C. 2 0 0 ) ,  
will be repor ted  as ob l iga t ions .  (See. 10.4) 

SimDlicitv 

Records t h a t  se rve  no needed o r  s i g n i f i c a n t  purpose s h a l l  
not be maintained. Excessive d e t a i l s  and unnecessary r e f ine -  
ments i n  accountihg records s h a l l  be avoided. (See. 8.10) 
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DISCUSSION 

These p r i n c i p l e s  and s tandards  r equ i r e  t h a t  t h e  amounts r epor t ed  
are t h e  b e s t  poss ib le  es t imate  of t he  amounts which w i l l  u l t ima te ly  
be paid and t h e  amounts repor ted  r ep resen t  v a l i d  ob l iga t ions .  

The agency must r e p o r t  ob l iga t ion  information promptly t o  
a l l o t t e e s ,  s u b a l l o t t e e s ,  and any o the r s  w i th in  the  agency t h a t  are 
respons ib le  f o r  t h e  day-to-day c o n t r o l  t o  assure  t h a t  ob l iga t ions  and 
expendi tures  a r e  r e s t r i c t e d  t o  authorized o b l i g a t i o n a l  au tho r i ty .  A s  
a gene ra l  r u l e ,  fund s t a t u s  r e p o r t s  should be provided as f r equen t ly  
and t imely  as necessary t o  preclude t h e  n e c e s s i t y  f o r  maintaining 
cuff  r e  cords.  

CHECK LIST Answer Reference 

1. Are t h e  types of  fund con t ro l  information 
t o  be provided t o  those respons ib le  f o r  t h e  
c o n t r o l  of  o b l i g a t i o n a l  a u t h o r i t y  descr ibed? 

2. Is a sample format f o r  each fund con t ro l  
r e p o r t  included, showing i l l u s t r a t i v e  d a t a  
elements,  with p ro  forma d a t a  in se r t ed?  

SUMMARY 

Comment on any problem areas noted. (2/19/75 Memo, Item D )  
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SECTION 7 

ACCOUNT STRUCTURE 

ACCOUNTS REQUIRED 

OBJECT rvES 

Our primary ob jec t ives  a r e  t o  ensure t h a t  the agency has:  

--defined t h e  e n t i t i e s  t o  be served by t h e  system and t h a t  
they  a r e  appropr ia te  , 

- -es tab l i shed  appropr ia te  accounts and records necessary t o  
adequately record t h e  s p e c i f i e d  information, 

--provided f o r  t r ansac t ions  t o  be recorded only once, and 

--adopted a coding s t r u c t u r e  t h a t  complies wi th  appl icable  
p r i n c i p l e s  and s tandards .  

APPLICABLE PRINCIPLES AND STANDARDS 

S t ruc tu re  of accounting system 

The s t r u c t u r e  of t he  accounting system should be designed 
s o  t h a t  major assignments of r e s p o n s i b i l i t y  o r  a reas  of 
a c t i v i t y  can be r e a d i l y  repor ted  on. (Sec. 8.5) 

Each agency must c l e a r l y  def ine  the  e n t i t i e s  for which 
sepa ra t e  groups of accounts a r e  t o  be e s t ab l i shed .  
(Sec. 11.1) 

Transact ions recorded i n  agency accounts should not be 
re-copied even i n  summary form i n  the  accounts of agencies 
a t  higher  o rgan iza t iona l  l e v e l s .  Ins tead ,  f i n a n c i a l  
r epor t s  submitted by subordinate  l e v e l s  should be u t i l i z e d  
i n  preparing summary r epor t s .  Adequate provis ions should 
be made f o r  t e c h n i c a l  superv is ion  and in t e r lock ing  account- 
i ng  r e l a t i o n s h i p s  between o f f i c e s  t o  assure  t h e  v a l i d i t y  of 
consol idated agency r epor t s .  (Se c. 8.7) 

Basic accounts 

Each accounting system s h a l l  provide complete and r e l i a b l e  
records of the  resources  and opera t ions  of t he  e n t i t y  t o  
which it relates. Such records s h a l l  embrace a l l  funds, 
property,  and o the r  assets, as w e l l  as l i a b i l i t i e s  and 
ob l iga t ions ,  r e c e i p t s  and revenues, expendi tures  and cos t s .  
(See. 8.7) 
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Interagency and in t e r fund  t r a n s a c t i o n s  should be sepa ra t e ly  
i d e n t i f i e d  i n  agency records.  (See. 8.7) 

Accounts should be provided f o r  assets, l i a b i l i t i e s ,  
investments of t h e  U.S. Government, and o thers  i f  
app l i cab le ,  and f o r  revenues and cos t s .  (See. 11.4)  

The accounting system should provide c h s s i f i c a t i o n s  
according t o  kinds of cos t s  incur red .  (See. 16.5) 

Adequacy of accounts 

The system msk be ca.pable of producing t h e  f i n a n c i a l  
information needed to: 

a. meet t he  r epor t ing  requirements of  o the r  
Federa l  agencies ,  p a r t i c u l a r l y  the '  Off ice  
of Management and Budget and the  Treasury 
Department, 

b. keep t h e  Congress f u l l y  informed on the  
agency's operat ions and f i n a n c i a l  s t a t u s ,  
and 

c. provide such f i n a n c i a l  d a t a  as a r e  requi red  by 
l a w  or by congressional  committees. (See. 8.2) 

A l l  proper needs, i n t e r n a l  and e x t e r n a l ,  must be 
considered. (See. 8.4) 

Agency accounts should be kept  i n  such d e t a i l  as i s  
necessary to meet a l l  management needs, inc luding  the  
furn ish ing  of information needed by o ther  agencies i n  
the  execut ive branch and by the  Congress. (See. 8.7) 

Accounting records should be maintained p r imar i ly  i n  
monetary terms, bu t  q u a n t i t a t i v e  d a t a  should be main- 
t a ined  as necessary o r  appropr ia te  f o r  produbing 
use fu l  information for management. (Sec. 8.7) 

Each agency accounting system s h a l l  be designed t o  
enable  the  prompt prepara t ion  of a l l  needed f i n a n c i a l  
r epor t s .  (See. 17.1) 

F inanc ia l  r epor t s  s h a l l  be based on o f f i c i a l  records 
maintained under an adequate accoun%ing system t h a t  
produces information ob jec t ive ly  d i s c l o s i n g  the  f inan-  
c i a l  aspec ts  of a l l  events  o r  t r ansac t ions  t ak ing  
place.  (Sec. 17.3(a)(3)) 
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. _ .  

Coding requirements 

Planning, programming, budgeting, and accounting classi- 
f i c a t i o n s  should be cons i s t en t  wi th  each o ther  to t he  
ex ten t  poss ib le  and synchronized wi th  t h e  agency's 
organiza t ion  s t r u c t u r e .  (See. 8.6) 

Each accounting system must provide appropr ia te  fund 
i d e n t i f i c a t i o n  of f i n a n c i a l  resources  and t r ansac t ions .  
(See. 11.2) 

DISCUSS I O N  

The essence of t hese  p r i n c i p l e s  and s tandards i s  t h a t  the  agency 
mus t  s t r u c t u r e  i t s  accounting operat ions s o  t h a t  each accounting system 
w i l l  provide cur ren t ,  complete and accura te  f i n a n c i a l  information r e l a -  
t i v e  t o  the  e n t i t i e s  which it serves .  
provide such f i n a n c i a l  information i s  a genera l  ob jec t ive  of t he  
accounting processes review sec t ion .  ) 

(Assurance t h a t  a system does 

The agency must e s t a b l i s h  t h e  accounts needed t o  record s p e c i f i e d  
types of f i n a n c i a l  information. These accounts must be e s t ab l i shed ,  when 
appl icable ,  even i f  t he  agency has no plans t o  use t h e  recorded 
information. 

The agency must design i t s  accounting system s o  t h a t  the  f i n a n c i a l  
and q u a n t i t a t i v e  information needed t o  prepare f i n a n c i a l  r epor t s  and 
s ta tements  w i l l  be ava i l ab le  from the  accounts and records.  

CHECK LIST Answer References 

1. Does the  design specif 'y t he  loca t ions  and 
o rgan iza t iona l  l e v e l s  a t  which accounts and 
support ing documentation w i l l  be maintained 
and a t  which accounting a c t i v i t i e s  w i l l  be 
performed? (Sec. 27.5 3.e)  

2. Where the  accounting system i s  decen t r a l i zed ,  
does the  design provide f o r  compatible 
accounting between o f f i c e s  t o  assure  the  
v a l i d i t y  of consol idated agency r epor t s?  
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. ,  

. .  . 

Answer Reference 

3. Is t h e r e  a d e s c r i p t i o n  of t h e  coding s t r u c -  
t u r e  which shows how f i n a n c i a l  data w i l l :  

a. 

b. 

C .  

d. 

e. 

f .  

relate t o  t h e  agency's organizat ion 
s t r u c t u r e ?  

r e l a t e  t o  s t r u c t u r e  of i n t e r n a l  
opera t ing  budgets? 

be cons i s t en t  wi th  c l a s s i f i c a t i o n s  used 
i n  budget reques ts  presented t o  the  
Congress? 

meet ob jec t  c l a s s i f i c a t i o n  requirements 
of  om? 

provide fund and. appropr ia t ion  i d e n t i -  
f i c a t i o n  needed f o r  r e p o r t s  t o  Treasury 
and Om? 

relate t o  t h e  agency's programs. o r  
func t ions  and c o s t  cen ters?  

4. Does t h e  design include a l i s t i n g  of genera l  
l edger  accounts by t i t l e  and number? 
(See. 27.5 3.a) 

SUMMARY 

Describe b r i e f l y  t h e  b a s i c  s t r u c t u r e  of t he  accounts.  12/19/75 
Memo, I t e m  C ( l ) ( c ) )  

Comment on any problem areas noted. (2/19/75 Memo, I t e m  D )  
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SECTION 8 

ACCOUNT STRUCTURE 

ACCOUNT QUALITIES 

OBJECTIVES 

Our primary objec t ive  is  to ensure t h a t  the  accounts proposed 
by the  agency w i l l  r e s u l t  i n  t h e  requi red  d i sc losu res .  

APPLICABLE PRINCIPLES fWD STANDARDS 

Fund con t ro l  reauirements 

Data on proposed expendi tures  may be accumulated i n  
the  accounting records before  they  become v a l i d  
ob l iga t ions  ; however, appropr ia te  cor rec t ions  must 
be made p r i o r  t o  r epor t ing  s o  t h a t  amounts included 
i n  r epor t s  represent  v a l i d  ob l iga t ions  as def ined  
by l a w .  (See. 10.4) 

The system should provide f o r  appropr ia te  recogni t ion  
of apportionments of appropr ia t ions  and f o r  sub- 
d iv i s ions  of fund au thor iza t ions .  (See. 10.6) 

Subdivis ions of fund au tho r i za t ions  f o r  budgetary 
con t ro l  purposes should be e s t ab l i shed  a t  the  
h ighes t  p r a c t i c a l  l e v e l ,  be cons i s t en t  w i th  assign-  
ments of r e s p o n s i b i l i t y ,  and be l imi t ed  i n  number 
to those necessary f o r  e f f e c t i v e  con t ro l .  (See. 10.6) 

The system must provide f o r  compliance wi th  appl icable  
l i m i t a t i o n s .  (See. 10.7) 

Appropriate accounts s h a l l  be maintained t o  provide 
a c l e a r  showing of t he  s t a t u s  of a l l  appropr ia t ions  
i n  terms of apportionments, a l lo tments ,  ob l iga t ions ,  
disbursements and co l l ec t ions ,  and accrued expendi- 
t u r e s ,  revenues, and reimbursements. (Sec. 14.2) 

Cost requirements 

The cos t  accounting system should provide f o r  t h e  
accumulation of information on a l l  s i g n i f i c a n t  elements 
of cos t  and permit i d e n t i f i c a t i o n  of the cos t s  f inanced 
by t h e  agency's appropr ia t ions  and funds, as d is t inguished  
from o the r  cos ts .  (Sec. 16.4(1)) 
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Accounting systems must provide f o r  t h e  sys temat ic  
accumulation of cos t  information by: 

1. major o rgan iza t iona l  segments, 

2. budget a c t i v i t i e s ,  and 

3. program s t r u c t u r e .  

The e x t e n t  t o  which more d e t a i l e d  cos t  information by 
opera t iona l  cos t  cen te r s ,  p r o j e c t s ,  o r  u n i t s  of work 
o r  end products should be accumulated mus t  be determined 
by each agency, consider ing i t s  opera t ions  and the  uses 
t o  be made of the  d a t a  i n  c o n t r o l l i n g  and i n  eva lua t ing  
the  cos t  of performance by respons ib le  o f f i c i a l s .  
(See. 16.4) 

Accounting systems should c l a s s i f y  cos ts  according t o  
(1) a c q u i s i t i o n  of a s s e t s ,  and (2) cu r ren t  expenses. 
(See. 16.5) 

The accounting system should provide c l a s s i f i c a t i o n s  
according t o  kinds of c o s t s  incur red .  (See. 16.5) 

Depreciat ion must be accounted f o r  i n  s p e c i f i c  c i r -  
cumstances. (See. 16.8(b))  

Other requirements 

Separate  accounts f o r  major cakegories of cash resources  
a r e  t o  be e s t ab l i shed ,  with f u r t h e r  subdiv is ion  t o  
d i sc lose  important r e s t r i c t i o n s  on a v a i l a b i l i t y  f o r  
use. (See. 12.2(1)(D))  

Separate  accounts f o r  ma.jor ca t egor i e s  of rece ivables  
should be maintained. (See. 12.4(3)) 

Records s h a l l  be maintained of a l l  t r ansac t ions  
a f f e c t i n g  the  rece ivables .  (See. 12 .4 (5 ) )  

Est imates  s h a l l  be made of t he  por t ion  of accounts 
rece ivable  t h a t  may not be c o l l e c t i b l e .  Such es t imates  
s h a l l  be accounted f o r  s epa ra t e ly .  (See. 12 .4(6) )  

S i g n i f i c a n t  c l a s s i f i c a t i o n s  of property should be 
e s t ab l i shed  t o  c l e a r l y  d i s c l o s e  t h e  na ture  of t h e  
property.  (See. 12.5(c)) 
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Proper ty  r e t i r e d  from se rv ice  bu t  not  immediately 
disposed of should be c l a s s i f i e d  s e p a r a t e l y  t o  
d i s c l o s e  i t s  s t a t u s .  (See. 12 .5 (e ) )  

Separate  accounts f o r  major ca tegor ies  of l i a b i l i t i e s  
should be maintained. (Sec. 13 .2(4) )  

The system s h a l l  provide f o r  s epa ra t e  i d e n t i f i c a t i o n  
of funded and unfunded l i a b i l i t i e s .  (See. 13 .2(4) )  

Appropriate records of cont ingent  l i a b i l i t i e s  s h a l l  
be-maihtained as p a r t  of t h e  accounting system. 
(See. 13.3) 

Accounts on Federa l  insurance,  pension, and s i m i l a r  
programs which a r e  measured on an a c t u a r i a l  b a s i s  
s h a l l  d i s c l o s e  the  f u l l  cu r ren t  cos t s  of these  
programs as they  accrue and t h e  est imated l i a b i l i t y  
a t  any given time t o  make f u t u r e  payments. (See. 13.4) 

The major elements of' t he  Federa l  investment s h a l l  be 
sepa ra t e ly  accounted f o r .  (See. 14.1) 

Amounts borrowed from t h e  U.S. Treasury s h a l l  be c l a s s i -  
f i e d  as p a r t  of t he  Eederal  investment u n t i l  repaid 
or  l i qu ida ted .  (See. 14.3) 

All r e a l i z e d  gains  o r  l o s s e s  on exchange t r ansac t ions  
s h a l l  be d i sc losed  i n  agency accounts.  (See. 16.8(f)) 

Separate  accounts s h a l l  be maintained f o r  unusual cos t s  
o r  l o s ses  of a nonrecurr ing na ture  which are s u b s t a n t i a l  
i n  amount. (See. 16 .8(g) )  

DISCUSS I O N  

These p r i n c i p l e s  and s tandards r equ i r e  t h e  agency t o  e s t a b l i s h  
var ious  accounts and records.  Regarding fund c o n t r o l ,  t h e  agency 
must maintain accounts which w i l l  d i s c lose :  

- - the v a l i d  ob l iga t ions  incur red  dur ing  a r epor t ing  
period. 

- - the apportgonments and subdiv is ion  of  funds 
e s t ab l i shed  f o r  r e s t r i c t i n g  ob l iga t ions  t o  
amounts apportioned. 
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- - the apportionments and subdiv is ions  of funds. 

--compliance wi th  l i m i t a t i o n s .  

--the status of each appropr ia t ion .  

Regarding c o s t s ,  the  agency must maintain accounts which w i l l  
d i s c l o s e  : 

- -cur ren t  charges 

--accumulated n e t  income, i f  appl icable  

- -costs  by major o rgan iza t iona l  segment 

- -costs  by budget a c t i v i t i e s  

- -costs  by program s t r u c t u r e  

- -costs  of asset a c q u i s i t i o n s  

- -deprec ia t ion  and i n t e r e s t  c o s t s ,  under c e r t a i n  
circumstances.  

A d i scuss ion  of the  cos t s  t o  be included i n  t h e  accounts i s  
included i n  Sec t ion  15  - Accounting f o r  Costs.  

CHECK LIST Answer Reference 

1. Does t h e  design inc lude  a d e f i n i t i o n  of 
each genera l  l edger  account by t i t l e  and 
number? (See. 27.5 3.a) 

Does t h e  design inc lude  a l i s t  of  
subs id i a ry  accounts t o  be maintained? 
(See. 27.5 3.c) 

2. 

3. Are accounts provided f o r :  

a. major ca t egor i e s  of  cash resources? 

b. major ca tegor ies  of  rece ivables?  

e. unco l l ec t ib l e  accounts rece ivable?  

d. s i g n i f i c a n t  c l a s s i f i c a t i o n s  of 
property? 
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e .  advances and prepayments? 

f .  major ca tegor ies  of l i a b i l i t i e s ?  

g. funded and unfunded l i a b i l i t i e s ?  

h. cont ingent  l i a b i l i t i e s ?  

i. major dements of t he  Federal  
investment? 

j .  major ca tegor ies  of revenue? 

4. Will accounts be maintained which w i l l  provide 
a c l e a r  showing of t he  s ta tus  of a l l  appro- 
p r i a t i o n s  i n  terms of :  

a. apportionments? 

b. a l lotments? 

e .  ob l iga t ions?  

d. disbursements and c o l l e t i o n s ?  

e .  accrued expendi tures? 

f .  revenues and reimbursements? 

5. W i l l  data on proposed expendi tures  be 
accumulated i n  accounting records before  
they  become v a l i d  Obligat ions? 

a. i f  so, w i l l  appropr ia te  co r rec t ions  
be made p r i o r  t o  r epor t ing  s o  t h a t  
amounts shown on repor t s  represent  
only v a l i d  obl iga t ions?  

6. Are accounts maintained which w i l l  permit: 

a. accumulation of a l l  s i g n i f i c a n t  
elements o f  cos t?  

b. accumulation of cos t s  by: 

(1) major o rgan iza t iona l  segment? 

(2  ) budget a c t i v i t y ?  

(3) program s t r u c t u r e ?  

Answer Ref e r e  nce 
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Answer Reference 

e .  production of cos t  information by: 

(1) opera t iona l  c o s t  cen ter?  

( 2 )  p ro j ec t s?  

(3) u n i t s  of work o r  end-products? 

7. Do t h e  accounts provide c l a s s i f i c a t i o n s  
according to kinds of c o s t s  incurred? 

8. A r e  accounts included fo r :  

a. dep rec i a t ion  cos t s?  

b. accumulation of deprec ia t ion?  

9. Are accounts maintained t o  account f o r  
unusual  cos t s  o r  l o s s e s  of a nonrecurring 
na ture?  

10. W i l l  p roper ty  r e t i r e d  from s e r v i c e  bu t  
not  immediately disposed of be c l a s s i f i e d  
s e pa ra t  e ly? 

SUMMARY 

Describe b r i e f l y  the  account s t r u c t u r e  f o r  a l lo tments  (and 
subal lotments)  and t h e  c o s t  (o r  accrued expendi ture)  account 
s t r u c t u r e .  (2/19/75 Memo, Item C ( l ) ( c ) )  

Comment on any problem areas noted. (2/19/75 Memo, Item D )  
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SECTION 9 

PROCESSES 

GENERAL RF,QUIREMENTS 

OBSECTIVES 

Our primary objec t ives  a r e  to :  

- - i d e n t i f y  the  f i n a n c i a l  t r ansac t ions  which the agency 
w i l l  be requi red  t o  account f o r  on the  acc rua l  basis, 

--ensure t h a t  t he  processes proposed by t h e  agency w i l l  
r e s u l t  i n  t h e i r  recorda t ion  on t h e  acc rua l  b a s i s ,  and 

--ensure t h a t  t h e  agency has devised accounting processes 
which will i n su re  t h a t  only cu r ren t ,  complete, accura te ,  
and v e r i f i a b l e  d a t a  a r e  recorded i n  the  accounts and 
r e  cords.  

APPLICABLE: PRINCIPLES AND STANDARDS 

Accrual accountine: 

The maintenance of accounts on the  acc rua l  basis i s  
required.  (See. 9.1) 

If the  agency p e r i o d i c a l l y  converts accounting d a t a  
recorded on t h e  cash and obl igat6on basis t o  the  
acc rua l  basis, such conversions should be made not  
l e s s  f r equen t ly  than  monthly. (See. 9.1) 

Accuracy and r e l i a b i l i t y  

The system s h a l l  provide adequate documentary support  
f o r  f i n a n c i a l  t r ansac t ions .  (See. 8.7) 

Transact ions should be recorded i n  a manner t o  provide 
a c l e a r  t r a i l  from source documents t o  summary records 
and t o  f i n a n c i a l  r epor t s .  (See. 8.7) 

The h ighes t  s tandards of t r u t h f u l n e s s  and honesty must 
apply. F inanc ia l  t r ansac t ions  shall not  be recorded 
i n  t h e  accounts i n  a manner t h a t  w i l l  produce inaccura te ,  
f a l s e ,  or misleading information. (Sec. 8.9) 



All t r ansac t ions  must be accounted for as r e a l i s t i c a l l y  
as poss ib le  and i n  accordance wi th  t h e  time and manner 
i n  which the  events  occurred. (See. 8.9) 

All t ransactdons occurr ing dur ing  an accounting per iod 
s h a l l  be recorded i n  the  accounts f o r  t h e  period. 
(Sec. 8 .10(b))  

All f i n a n c i a l  d a t a  s h a l l  be accura te ,  r e l i a b l e ,  and 
t r u t h f u l .  (See. 17 .3 (a ) (2 ) )  

F inanc ia l  r epor t s  prepared by Federa l  agencies must comply 
wi th  t h e  s p e c i f i c  requirements of  appl icable  laws and 
r egu la t ions  as t o  accounting h e s i s .  (See. 17 .3(b) )  

DISCUSS I O N  

The a c c r u a l  basis of accounting i s  def ined  i n  T i t l e  2 as 
"recognizing i n  t h e  books and records of accounts t h e  s i g n i f i c a n t  
and accountable aspec ts  of  f i n a n c i a l  t r ansac t ions  o r  events  as 
they  occur.'' 
provides a cu r ren t  sys temat ic  record of changes i n  assets, 
l i a b i l i t i e s ,  and sources  of funds growing out  of t he  incurrence 
of ob l iga t ions  , expendi tures ,  and cos t s  and expenses ; t h e  earn ing  
of revenues; t he  r e c e i p t  and disbursement of cash; and o t h e r  
f i n a n c i a l  t r ansac t ions .  

( 2  GAO 9.1) Under t h i s  b a s i s ,  t he  accounting system 

These p r inc ip l e s  and s tandards r equ i r e  t h e  agency t o  record 
only cu r ren t ,  complete, accura te ,  and v e r i f i a b l e  f i n a n c i a l  data i n  i t s  
accounts.  The agency can b e s t  demonstrate compliance wi th  these  
requirements by preparing complete flow cha r t s  of t he  principA1 
accounting t r ansac t ions .  Complikte . flow c h a r t s  i d e n t i f y  (1) the  
a c t i o n  or event  t h a t  i n i t i a t e s  t he  process ,  (2)  the  methodology 
used t o  determine t h e  amount, (3) the  form or  forms used t o  process 
t h e  t r ansac t ions ,  (4)  t he  flow of t he  documents, (5)  t he  func t ion  
provided r e l a t i v e  t o  t h e  t r a n s a c t i o n  by each organiza t ion  involved 
i n  t h e  process, (8) the  l o c a t i o n  and na ture  of each i n t e r n a l  con t ro l ,  
and (7) t h e  accounts or  records t o  which f i n a n c i a l  d a t a  i s  posted. 

CHECK LIST Answer Reference 

1. Does t h e  design decr ibe  the  flow of 
documentary data through the  p r i n c i p a l  
accounting processes? (See. 27.5 4.a) 

2. Is the  app l i ca t ion  of t he  acc rua l  basis 
of accounting descr ibed? 



Answer Reference 

3. W i l l  t h e  accounting system be maintained 
c e n t r a l l y  using data provided t o  it by 
decen t r a l i zed  a c t i v i t i e s ?  

a. i f  so,  does the design documentation 
demonstrate t h e  con t ro l s  which e x i s t  
over t h e  t ime l ines s  and accuracy of 
data provided by decen t r a l i zed  
a c t i v i t i e s ?  

SUMMARY 

Briefly comment on t h e  app l i ca t ion  of t h e  acc rua l  b a s i s  of  
accounting i n  t h e  system. (2/19/75 Memo, Item C ( 1 )  ( a ) )  

Comment on any problem areas  noted. 12/19/75 Memo, Item D )  
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SECTION 10 

PROCESSES 

ACCOUNTING FOR ASSETS OTHER THAN PROPERTY 

OBJECTIVES 

O u r  primary o b j e c t i v e s  are t o  determine:  

--whether proposed procedures  w i l l  r e s u l t  i n  t h e  prompt, 
a c c u r a t e ,  and complete r eco rd ing  of a l l  a p p l i c a b l e  
t r a n s a c t i o n s .  

APPLICABLE PRINCIPLES AND STANDARDS 

Accounting f o r  cash 

Recording o f  disbursements  should be on t h e  b a s i s  o f  pa id  
vouchers.  However, i f  d i s b u r s i n g  i s  performed by ano the r  
agency, t h e  disbursements  may be recorded on an approved 
voucher basis ,  provided t h a t  t h e  manner i n  which they are 
recorded f a c i l i t a t e s  r e c o n c i l i a t i o n  with t h e  c e n t r a l  
account ing  r eco rds  o f  t h e  Treasury Department. 
(Sec.  1 2 . 2 ( 1 ) ( B ) )  

Agency account ing  r eco rds  for cash t r a n s a c t i o n s  sha l l  be 
c losed  as  o f  t h e  end o f  pe r iods  for which r e p o r t s  are t o  
be  prepared and s h a l l  i nc lude  a l l  t r a n s a c t i o n s  consummated 
du r ing  those  pe r iods .  (Sec.  1 2 , 2 ( 1 ) ( C ) )  

There s h a l l  be compliance w i t h  a l l  a p p l i c a b l e  requirements  
imposed e x t e r n a l l y  for t h e  handl ing  o f  cash re sources .  
(Sec.  1 2 . 2 ( 2 ) )  

Accounting f o r  f o r e i n n  Currency 

c 

Each agency must observe t h e  procedures  o f  t h e  Treasury 
Department wi th  r e s p e c t  t o  f o r e i g n  cur rency .  (Sec.  12.3) 

Accounting f o r  r e c e i v a b l e s  

Receivables  s h a l l  b e  recorded a c c u r a t e l y  and promptly on 
completion of  the  a c t s  which e n t i t l e  an agency t o  c o l l e c t  
amountsowing i t .  (Sec.  1 2 . 4 ( 1 ) )  
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Amounts t o  be recorded s h a l l  c o n s i s t  of t h e  amounts 
a c t u a l l y  due. (Sec.  1 2 . 4 ( 2 ) )  

Loans s h a l l  be accounted f o r  as r ece ivab le s  only a f t e r  
t h e  funds have been d isbursed .  (Loans au thor ized  but  not  
disbursed should be d isc losed  i n  explanatory no te s  t o  
f i n a n c i a l  r e p o r t s  r a t h e r  than as assets. 1 (Sec.  12.4 ( 4  1 1 

Accountinn f o r  u n c o l l e c t i b l e  deb t s  

Estimates s h a l l  be made of t h e  po r t ion  of  accounts  rece ivable  
t h a t  may not  be c o l l e c t i b l e .  (Sec. 1 2 . 4 ( 6 ) )  

The handl ing of  r ece ivab le s  determined u n c o l l e c t i b l e  must 
conform t o  Comptroller General procedures ( T i t l e  4 ) .  
(Sec.  12.4(611 

Accounting f o r  advances 

DISCUSSION 

Advances and prepayments a r e  t o  be  recorded as assets.  The 
accrued expendi ture  shal l  be recorded when performance 
occurs  and t h e  asset account reduced accordingly.  
(Sec.  1 2 . 6 )  

Advance payments t o  con t r ac to r s  no t  related t o  performance 
sha l l  be  accounted f o r  as advances f o r  materials and s e r v i c e s  
t o  be rece ived .  (Sec.  13 .6 )  

When materials or  s e r v i c e s  a r e  so ld  t o  o t h e r  agencies  and 
f inanced through t h e  use of working fund advances, the 
advancing agency s h a l l  account f o r  t h e  amounts advanced 
as  advances u n t i l  t h e  materials or s e r v i c e s  ordered are 
rece ived .  (Sec.  13.71 

Payments t o  g ran tees  i n  advance of  work performed s h a l l  
be accounted f o r  as advanceof  the g ran to r  agencies  u n t i l  
evidence of  performance 
(Sec.  1 6 . 8 ( c )  1 

has  been received from t h e  agencies .  

External  requirements r e l a t i n g  t o  handl ing of  cash t r ans -  
a c t i o n s  are contained i n  P a r t  V of  t h e  Treasury F i s c a l  Requirements 
Manual and Treasury Department C i rcu la r  Nos. 92,  176, 937 and 1030. 
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I .  

Treasu ry  Department r e g u l a t i o n s  r e g a r d i n g  f o r e i g n  c u r r e n c y  
are c o n t a i n e d  i n  c h a p t e r  3200 o f  p a r t  I1 o f  t h e  T r e a s u r y  F i s c a l  
Requirements Manual and Treasu ry  Department C i r c u l a r  Nos. 108, 
1 1 5 ,  125, 799, 830, and 937 (Supp. I). 

The agency must adop t  p r o c e d u r e s  which w i l l  r e s u l t  i n  
r e c o r d a t i o n  o f  a p p r o p r i a t e  amounts i n  t h e  a c c o u n t s  as an al low- 
ance  f o r  u n c o l l e c t i b l e  d e b t s  and r e c o r d a t i o n  i n  t he  p r o p e r  a c c o u n t s  
when a bad d e b t  i s  i n c u r r e d .  
r e q u i r e  t h e  a g e n c i e s  t o  e s t a b l i s h  an a l lowance  f o r  u n c o l l e c t i b l e  
d e b t s  i f  t h e y  do n o t  no rma l ly  i n c u r  a material amount of bad d e b t s .  
The p rocedures  which the  agency i n t e n d s  to adop t  t o  estimate 
u n c o l l e c t i b l e  d e b t s  must r e s u l t  i n  t h e  e s t a b l i s h m e n t  of a p p r o p r i a t e  

A s  a p r a c t i c a l  matter,we do n o t  

amounts . 

CHECK LIST 

1. 

2 .  

3 .  

4 .  

5. 

6 .  

Answer Reference 

Does t h e  d e s i g n  show t h e  f low of  data th rough  
the  accoiivltit: system f o r  t h o s c  $ ransac t ion ,<  
t h a t  affect  t h e  asset accoun t s?  
(Sec. 27.5 4 . a )  

Is t h e r e  a d e s c r i p t i o n  of t h e  g e n e r a l  l e d g e r  
asset a c c o u n t s  t o  be  ma in ta ined?  
(Sec. 2 7 . 5  3 . b )  

Do d e f i n i t i o n s  for each g e n e r a l  ledger asset 
accoun t  i n c l u d e  t h e  i n t e n d e d  accoun t  c o n t e n t ,  
c o n t r o l  f u n c t i o n s  i n  r e s p e c t  t o  s u b s i d i a r y  
l e d g e r s  and i d e n t i f i c a t i o n  o f  c o n t r a  a c c o u n t s ?  
(Sec. 27 .5  3 . b )  

Is t h e r e  a l i s t i n g  or a n  o u t l i n e  o f  a c c o u n t s  
and r e c o r d s  t o  be  ma in ta ined  which are sub- 
s i d i a r y  t o  t h e  g e n e r a l  ledger asset a c c o u n t s ?  
(Sec. 27 .5  3 .c )  

Is t h e r e  a d e s c r i p t i o n  of  t h e  books o f  o r i g i n a l  
e n t r y  and t h e i r  f u n c t i o n s  i n  r e g a r d s  t o  t h e  
a p p l i c a b l e  g e n e r a l  ledger and s u b s i d i a r y  
a c c o u n t s  or r e c o r d s ?  (Sec. 27.5 3 . d )  

Does t h e  d e s i g n  d e s c r i b e  t h e  p r o c e s s  by which 
t h e  f o l l o w i n g  t r a n s a c t i o n s  w i l l  be r eco rded :  
a .  cash  receipts? 

b .  ca sh  d i sbur semen t s?  
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Answer Reference 

c .  t h e  e s t a b l i s h m e n t  of r e c e i v a b l e s ?  

d .  l i q u i d a t i o n  o f  r e c e i v a b l e s ?  

e .  advances and overpayments? 

f .  r e d u c t i o n  o f  advknces and prepayments? 

SUMMARY 

B r i e f l y  comment on a c c o u n t a b i l i t y  f o r  a l l  assets 
( e x c e p t  p r o p e r t y )  w i t h  p a r t i c u l a r  emphasis on cash  and r e c e i v a b l e s .  
(2/19/75 Memo, Item C (1) (d)) 

. 
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SECTION 11 

PROCESSES 

ACCOUNTING FOR PROPERTY 

OBJXCTIVES 

Our p r imary  ob jec t ives  are to :  

--ensure t h a t  cu r ren t ,  complete and accura te  d a t a  a r e  
recorded i n  monetary and quarzt i ta t iw p rope r ty  records 
and t h a t  a l l  related p r inc ip l e s  and s tandards  are 
complied with,  

- - iden t i fy  the  c a p i t a l i z a t i o n  c r i t e r i a  adopted by t h e  
agency and ensure t h a t  t he  procedures which t h e  agency 
in tends  t o  adopt aomply with  i t ,  

--determine whether t he  agency must account f o r  deprecia-  
t i o n  and, i f  so, ensure t h a t  t h e  procedures which t h e  
agency in tends  t o  adopt provide f o r  appropr ia te  con- 
s i d e r a t i o n  of each of t he  requi red  f a c t o r s ,  and 

--ensure (1) t h a t  t he  procedures which the  agency intends 
t o  adopt t o  con t ro l  proper ty  while it i s  i n  inventory 
and t o  a s s ign  property t o  ind iv idua l s  f o r  accoun tab i l i t y  
purposes are appropr ia te  and (2)  t h a t  t h e  agency has 
e s t ab l i shed  a w r i t t e n  po l i cy  which r equ i r e s  phys ica l  
i nven to r i e s  t o  be conducted a t  reasonable  i n t e r v a l s .  

APPLICABLE PRINCIPLES AND STANDXDS 

Accounting for property--general  requirements 

Each agency should adopt account ing p o l i c i e s  appropr ia te  
f o r  i t s  property.  (See. 12 .5(c) )  

Each agency should e s t a b l i s h ,  as an  i n t e g r a l  p a r t  of i t s  
accounting system, an adequate and r e l i a b l e  system of  
records  and r e l a t e d  procedures t o  provide a proper 
accounting for  t h e  Government's investment i n  t h e  proper ty  
for  which t h e  agency has management r e s p o n s i b i l i t y .  
(See. 12 .5(c) )  
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Proper ty  accounting must include appropr ia te  procedures 
f o r  t h e  recording of a l l  t r ansac t ions  a f f e c t i n g  the  
agency's investment i n  proper ty  inc luding  a c q u i s i t i o n ,  

use,  app l i ca t ion ,  consumption, d i sposa l ,  and re t i rement ;  
and f o r  the  keeping of property records i n  terms of 
quan t i ty  and loca t ion .  (Sec. 1 2 . 5 ( c ) ( l )  and ( 2 ) )  

Property records should include t h e  i d e n t i f i c a t i o n  of 
excess property and i t s  use,  t r a n s f e r ,  or  d isposa l .  
(Sec. 12.5( c)  ( 2 ) )  

!!here t i t l e  t o  grantee-acquired proper ty  v e s t s  i n  t h e  
mverment, appropr i a t e  property records shall be 
esyabl ished.  (Sec. 1 6 . 8 ( c ) )  

Adequate records s h a l l  be maintained f o r  s e i zed  property 
or o t h e r  property he ld  i n  the  custody of an agency b u t  
not  ownea. (Sec. 12 .5 ( f ) )  

Each agency's accounting system m u s t  inc lude  adequate 
monetary property accounting records.  (Sec. 12.5(b))  

Repafr and maintenance c o s t s  incur red  t o  keep proper ty  i n  
s a t i s f a c t o r y  opera t ing  condi t ion  s h a l l  be accounted f o r  
as current opera t ing  cos t s .  (Sec. 12.5(e))  

The records used t o  account f o r  property owned by o the r s  
may be i n t e g r a t e d  wi th  the  f i n a n c i a l  accounting system i n  
conformity with the  p r inc ip l e s  prescr ibed  f o r  owned 
property.  This procedure i s  no t  mandatory i f  e f f e c t i v e  
con t ro l  can be achieved by o the r  means. (Sec. 1 2 . 5 ( f ) )  

Accounting records s h a l l  be brought i n t o  agreement wi th  
the  r e s u l t s  of phys ica l  inventor ies .  (Sec. l 2 .5 (g ) )  

Proper ty  received from o the r  agencies without  reimbursement 
s h a l l  be accounted f o r  as an inc rease  i n  t h e  Federa l  
investment. (Sec. 14.4) 

Accounting f o r  a c q u i s i t i o n  of proper ty  

The primary b a s i s  of  accouncing f o r  property i s  c o s t  t o  
t h e  agency respons ib le  f o r  i t s  management. 
c o s t s  are no t  measurable, o r  n o t  knom,  reasonable  
estimates o r  a l t e r n a t i v e  bases  such as appraised va lues  
may be used+%ere a basis o the r  than  c o s t  i s  used, t h a t  
basis should be adequately documented. 

Where incur red  

(See. 12.5(c)) 
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The basic  c o s t  o f  proper ty  s h a l l  i n c l u d e  t h e  amounts p a i d  
t o  acqu i r e  i t ,  inc lud ing  t r a n s p o r t a t i o n ,  i n s t a l l a t i o n ,  and 
related c o s t  o f  ob ta in ing  the  proper ty  i n  t h e  form and 
p l ace  t o  be  used or managed. (Sec.  1 2 . 5 ( d ) )  

Easements and rights-of-way are included i n  t h e  basic 
c o s t  o f  proper ty  acqui red .  (Sec.  1 2 . 5 ( d ) )  

Agency account ing p o l i c i e s  should p r e s c r i b e  t h e  accumula- 
t i o n  o f  a l l  s i g n i f i c a n t  c o s t s  a p p l i c a b l e  t o  proper ty  
a c q u i s i t i o n s .  (Sec.  1 2 . 5 ( d ) )  

Fixed assets s h a l l  be c a p i t a l i z e d  i n  accordance with 
c a p i t a l i z a t i o n  c r i t e r i a  e s t ab l i shed  as  par t  o f  t h e  agency 's  
account ing p o l i c i e s .  (Sec. 1 2 . 5 ( d ) )  

C a p i t a l i z a t i o n  c r i t e r i a  should be  def ined  i n  terms of  
i d e n t i f i c a b l e  u n i t s  o r  groupings o f  proper ty .  
i d e n t i f i c a b l e  u n i t s  o r  groupings due cons ide ra t ion  should be 
g iven  t o  m a t e r i a l i t y .  
able  d o l l a r  minimums a s  a b a s i s  for excluding c e r t a i n  proper ty  
u n i t s  from c a p i t a l i z a t i o n .  
should be es tab l i shed .  (Sec.  1 2 . 5 ( d ) )  

I n  e s t a b l i s h i n g  

It 'is appropr i a t e  t o  e s t a b l i s h  reason- 

No minimums i n  excess  o f  $300 

If c u r r e n t  c o s t s  would be  d i s t o r t e d  i n  a given per iod by 
charging a large q u a n t i t y  o f  items which c o s t  less than 
t h e  minimum, such items should be recorded i n  a separate 
asset account and amortized over  a reasonable  per iod  of time. 
(An example would be where a s u b s t a n t i a l  amount o f  o f f i c e  
f u r n i t u r e  i s  purchased w i t h  a large por t ion  involv ing  items 
which i n d i v i d u a l l y  c o s t  less than t h e  minimum.) The s e p a r a t e  
account e s t a b l i s h e d  f o r  t h e  items which c o s t  less than the  
minimum need no t  be  supported by i n d i v i d u a l  proper ty  r eco rds .  
(Sec.  1 2 . 5 ( d ) )  

When assets are &cquired by cons t ruc t ion ,  accurate c o s t s  
must be recorded and t r a n s f e r r e d  t o  f i sca l  proper ty  
accounts  when work is completed. (Sec.  1 2 . 5 ( d ) )  

Cost of f a c i l i t i e s  cons t ruc ted  by or f o r  t he  Government 
should inc lude  a l l  material elements o f  c o s t s .  (Sec.  1 2 . 5 ( d ) )  

I n t e r e s t  c o s t s  i ncu r red  dur ing  cons t ruc t ion  should be  
c a p i t a l i z e d .  (Sec.  1 2 . 5 ( d ) )  

Property acqui red  under i n s t a l l m e n t  c o n t r a c t s  should be 
c a p i t a l i z e d  a t  t h e  time o f  receipt or acceptance rather than 
p e r i o d i c a l l y  as payments are made or when t i t l e  passes t o  t h e  
Government. (Sec.  1 2 . 5 ( d ) )  



The amount c a p i t a l i z e d  f o r  proper ty  acquired under in s t a l lmen t  
con t r ac t s  should inc lude  t h e  purchase p r i c e  p l u s  r e l a t e d  cos t s .  
(Related c o s t s  would inc lude  cos t s  incur red  f o r  s i t e  prepara- 
t i o n ,  i n s t a l l a t i o n ,  and similar c o s t s  r e l a t e d  t o  making t h e  
equipment ready f o r  use,  which are incur red  s e p a r a t e l y  from 
t h e  ins ta l lment  purchase con t r ac t  o r  s epa ra t e ly  i d e n t i f i e d  f o r  
payment i n  t h e  con t r ac t . )  
c a p i t a l i z e d  when incurred.  (See 12.5(d))  

These r e l a t e d  cos t s  should be 

Proper ty  acquired under lease-purchase con t r ac t s  should be 
c a p i t a l i z e d  a t  the  tin?e t h e  opt ion  t o  purchase equipment i s  
exerc ised  and shoald include t h e  purchase p r i c e  under t h e  
con t r ac t  less any accumulative allowances. Proper ty  acquired 
under lease purchases which a r e  i n  f a c t  i n s t a l lmen t  purchases 
( t h e  dec i s ion  t o  purchase having a l r eady  been made) w i l l  be 
treated f o r  c a p i t a l i z a t i o n  purposes as in s t a l lmen t  purchases. 
(See. 12.5(d))  

Property t r a n s f e r r e d  on a non-reimbursable basis s h a l l  be 
accounted f o r  by t h e  r ece iv ing  agency a t  an es t imated  amount 
t ak ing  i n t o  cons idera t ion  i t s  usefulness  t o  the  agency, 
condi t ion  and market value.  
advised by t h e  t r a n s f e r r i n g  agency of t h e  date and amount of 
accumulated deprec ia t ion .  
amount differs  from t h e  deprec ia ted  c o s t  repor ted  by t h e  trans- 
f e r r i n g  agency, the  basis f o r  e s t a b l i s h i n g  t h e  value of the  
acquired proper ty  s h a l l  be clearly documented i n  the  records.  
(See. 12 .5(d) )  

The r ece iv ing  agency s h a l l  be 

When t h e  r ece iv ing  agency's es t imated  

Property t r a n s f e r r e d  on a reimbursable basis s h a l l  be accounted 
f o r  by t h e  r ece iv ing  agency a t  t h e  transfer p r i c e  b u t  a t  not  
less than  i t s  es t imated  use fu l  value.  (See. l 2 .5 (d ) )  

Transportat ion,  i n s t a l l a t i o n ,  and r e l a t e d  c o s t s  incur red  by t h e  
r ece iv ing  agency s h a l l  be added t o  the  accounting basis f o r  
proper ty  t r ans fe r r ed .  (See. l 2 .5 (d ) )  

Property acquired by t r ade - ins  s h a l l  be recorded a t  t h e  lesser 
of (1) the  cash paid or payable,  p lus  t h e  amount allowed by t h e  
s e l l e r  on t h e  t raded- in  property,  o r  (2)  what t h e  purchase p r i ce  
would have been had t h e r e  been no trade-in. (See. l 2 .5 (d ) )  

The c o s t  o f  property acquired by forec losure  s h a l l  be c a p i t a l i z e d  
a t  t h e  lesser of (1) t h e  appra ised  ( fa i r  market) value or (2 )  t he  
amount owed by t h e  borrower p lus  any o t h e r  c o s t s  incur red  by the  
agency. (Sec. 12 .5(d) )  

Proper ty  acquired by donation, devise ,  f o r f e i t u r e  o r  conf i sca t ion  
s h a l l  be recorded a t  an es t imated  amount r ep resen t ing  what t h e  
Government wonldihave been w i l l i n g  t o  pay f o r  it, g iv ing  con- 
s i d e r a t i o n  t o  usefulness ,  condi t ion ,  and estimated market value. 
(Sec. 12.5(d)) 
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I n  d e t e r m i n i n g  t h e  c o s t  o f  pu rchase  p r o p e r t y ,  d i s c o u n t s  
s h a l l  be deducted from t h e  p r i c e s  b i l l e d .  Purchase 
d i s c o u n t s  are n o t  income and s h a l l  n o t  be  accounted f o r  
as  such.  I n  de t e rmin ing  t h e  c o s t  o f  pu rchase  p r o p e r t y ,  
t h e  amount t o  be r eco rded  w i l l  be  n e t  o f  d i s c o u n t ,  whether  
o r  n o t  t h e  d i s c o u n t  is  t a k e n .  ( S e c .  1 2 . 5 ( d ) )  

Cos t s  o f  h a n d l i n g  and s t o r a g e  may be p r o r a t e d  as a p a r t  
o f  t h e  c o s t  o f  materials and s u p p l i e s  b e f o r e  u s e  or 
accounted f o r  s e p a r a t e l y  as o p e r a t i n g  c o s t s .  (Sec. 1 2 . 5 ( d ) )  

The agency shou ld  de t e rmine  whether  t o  i n c l u d e  h a n d l i n g  
and s t o r a g e  c o s t s  i n  t h e  c o s t  o f  p r o p e r t y  on t h e  b a s i s  
o f  p o s s i b l e  b e n e f i t s  t o  be ga ined  i n  t h e  form o f  
improved management c o n t r o l  and a d m i n i s t r a t i v e  c o s t s .  
(Sec. 1 2 . 5 ( d ) )  

,ate payment p e n a l t i e s  are a c o s t  o f  o p e r a t i o n s ,  and 
t h e  amount o f  such l o s s  s h a l l  be e s t a b l i s h e d  i n  a 
s e p a r a t e  a c c o u n t .  (Sec. 1 2 . 5 ( d ) )  

The c o s t  o f  improvements which have a n  e s t i m a t e d  u s e f u l  
l i f e  l o n g e r  t h a n  one y e a r  and are made t o  leased p r o p e r t i e s ,  
or t o  occupied p r o p e r t i e s  owned by a n o t h e r  Government 
agency,  shou ld  b e  c a p i t a l i z e d .  (Such l e a s e h o l d  improvements 
would i n c l u d e  c a r p e t i n g ,  s p a c e  p a r t i t i o n s ,  soundproofing o f  
c e i l i n g s  and walls,  and a l t e r a t i o n s .  1 (Sec. 1 2 . 5 ( e ) )  

Where t h e  u s e f u l  l i f e  of  p r o p e r t y  h a s  been extended or 
c a p a c i t y  t o  r e n d e r  s e r v i c e  i n c r e a s e d  because o f  a d d i t i o n s ,  
r ep lacemen t s ,  b e t t e r m e n t s ,  a l t e r a t i o n s ,  o r  r e h a b i l i t a t i o n s ,  
the c o s t s  i n c u r r e d  sha l l  be c a p i t a l i z e d .  (Sec .  1 2 . 5 ( e ) )  

Accounting fo r  property disposal 

Materials and supplies issued for  use sha l l  be charged 
t o  using ac t iv i t i e s  on the basis of cost, determined by 
the s imples t  method tha t  produces reasonable amd useful 
measures of cost. 
ident i f icat ion of cost of items issued, (2) cost determined 
on f i r s t - i n  f i r s t -out  assumption, (3) computed average 
cost, and (4) standard cost adjusted from time t o  time t o  
r e f l ec t  changes i n  ac tua l  cost. 

Acceptable methods include (1) specif ic  

(Sec. 12.5(d)) 

Where the useful l i f e  of property has been extended or 
capacity t o  render service increased because of addition, 
replacements, betterments, a l terat ions,  or rehabi l i ta-  
t ion,  the cost  of features superseded or destroyed s h a l l  
be removed from the property accounts. (Sec. 12.5(e)) 



I 

The c o s t  or o t h e r  basis f o r  account ing f o r  proper ty  retired 
from s e r v i c e  s h a l l  be  removed from t h e  accounts  a long  with 
any accumulated deprec i a t ion .  (Sec.  1 2 . 5 ( e ) )  

Removal c o s t s  and amounts r e a l i z e d  from sale ,  reimbursable 
t r a n s f e r ,  or o t h e r  sa lvage  should be  considered i n  deter- 
mining t h e  l o s s  or ga in  on t h e  r e t i r emen t .  (Sec.  1 2 . 5 ( e ) )  

The book va lue  of  proper ty  t r a n s f e r r e d  t o  o t h e r  agencies  
without reimbursement s h a l l  be accounted f o r  as a reduc- 
t i o n  of t h e  Government's investment .  (Sec.  1 2 . 5 ( e ) )  

Property t r a n s f e r r e d  to o t h e r  agencies  without  re imburse-  
meqt s h a l l  be  accounted f o r  = a  reduct ion  of  t he  Federa l  
investment.  (Sec.  1 4 . 4 )  

Accounting f o r  dep rec i a t ion  

Procedures s h a l l  be adopted by each agency t o  account f o r  
dep rec i a t ion  (or amor t iza t ion  of  c o s t )  o f  capital  assets 
whenever a pe r iod ic  de te rmina t ion  o f  t h e  c o s t  of a l l  
resources  consumed i n  performing s e r v i c e s  is  needed. 
(Sec.  1 2 . 5 ( h ) )  

Where dep rec i a t ion  i s  t o  be  accounted f o r ,  agency account- 
i n g  p o l i c i e s  s h a l l  provide f o r  w r i t i n g  o f f  t h e  c o s t s  of  
a l l  c a p i t a l i z e d  a s s e t s  acquired and used i n  performing 
s e r v i c e s  over  t h e  estimated per iod o f  their  use fu lness .  
(Sec.  1 2 . 5 ( h ) )  

The amount t o  be  w r i t t e n  o f f  s h a l l  be  reduced by reason- 
able estimates of r e a l i z a b l e  sa lvage  va lues  a t  t h e  end 
of t h e  pro jec ted  per iod o f  u se fu lness .  (Sec.  1 2 . 5 ( h ) )  

Leasehold improvements 
estimated period o f  occupancy or t h e  l i f e  o f  t h e  
improvements, whichever i s  less. (Sec.  1 2 . 5 ( e ) )  

should be  depreciated over  the  

Physical  c o n t r o l  o f  proper ty  

Each execut ive  agency must maintain adequate inventory  
c o n t r o l s  and a c c o u n t a b i l i t y  systems f o r  i ts  proper ty .  
(Sec.  1 2 . 5 ( b ) )  

Property account ing must i nc lude  t h e  making of independent 
checks on t h e  accuracy o f  t h e  account ing records  through 
p e r i o d i c  phys ica l  count ,  weight, or o t h e r  measurement. 
(Sec.  1 2 . 5 ( ~ ) ( 3 ) )  
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P h y s i c a l  i n v e n t o r i e s  o f  both expendable materials and 
s u p p l i e s  and f i x e d  assets s h a l l  be taken  a t  regular 
i n t e r v a l s .  (Sec. 1 2 . 5 ( g ) )  

Differences between q u a n t i t i e s  determ'ined by p h y s i c a l  
i n s p e c t i o n  and t h o s e  shown i n  account ing  r e c o r d s  s h a l l  
be i n v e s t i g a t e d  t o  de te rmine  c a u s e s  o f  d i f f e r e n c e s  and 
i d e n t i f y  necessary  improvements i n  procedures  t o  p r e v e n t  
e r r o r s ,  losses ,  o r  i r r egu la r i t i e s .  (Sec.  1 2 . 5 ( g ) )  

DISCUSSION 

The above p r i n c i p l e s  and s t a n d a r d s  p r e s c r i b e ,  e i t h e r  s p e c i f i -  
c a l l y  o r  g e n e r a l l y ,  t h e  cr i ter ia  which t h e  agency should f o l l o w  
when de termining  t h e  amount a t  which p r o p e r t y  w i l l  be  recorded 
i n  t h e  a c c o u n t s  and r e c o r d s ,  as w e l l  as c r i t e r i a  f o r  r e c o r d i n g  
i s s u e d  materials and s u p p l i e s  and r e l e a s e d  p r o p e r t y .  

The agency should i n d i c a t e  i n  t h e  des ign  how i t  p l a n s  t o  
c o n t r o l  the u s e ,  maintenance, and m o v w e n t  of  i t s  v a r i o u s  t y p e s  
of  p r o p e r t y .  For many t y p e s  of p r o p e r t y  t h e s e  c o n t r o l s  probably  
w i l l  b e  o u t s i d e  t h e  account ing  system. 

11-7 



CmCK LIST Answer Reference 

1. Does t h e  design show t h e  flow of data 
through t h e  accounting system f o r  those  
t r ansac t ions  t h a t  a f f e c t :  

a. expendable proper ty  accounts? 

b. non-expendable proper ty  accounts? 
(See. 27.5 4a) 

2. Is t h e r e  a d e s c r i p t i o n  of t h e  gene ra l  
ledger:  

a. expendable proper ty  accounts? 

b. non-expendable proper ty  accounts? 
(See. 27.5 3.b) 

3. Is intended account conten t ,  c o n t r o l  
func t ions  i n  r e spec t  t o  subs id i a ry  
ledgers  and i d e n t i f i c a t i o n  of con t r a  
accounts descr ibed  f o r  each: 

a. expendable proper ty  account? 

b. non-expendable property account? 
(See. 27.5 3.b) 

4. Is t h e r e  a l i s t i n g  o r  an o u t l i n e  of accounts 
and records: t o  be maintained which are sub- 
sidiary t o  the  gene ra l  l edger :  

a. expendable proper ty  accounts? 

b. non-expendable proper ty  accounts? 
(See. 27.5 3.c) 
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Ans we r R e  f e re nce 

5. Is t h e r e  a d e s c r i p t i o n  of t h e  books of 
o r i g i n a l  e n t r y  and t h e i r  func t ions  i n  
regard t o  the  app l i cab le  genera l  l edger  
and s u b s i d i a r y  accounts o r  re cords? 
(See. 27.5 3.d) 

6 .  W i l l  p roper ty  records be maintained i n  terms of 
q u a n t i t y  and loca t ion?  - 

7. W i l l  r e p a i r  and maintenance cos t s  app l i cab le  t o  
property be accounted f o r  as cur ren t  opera t ing  
cos t s?  

Does the  design documentation i n d i c a t e  t h a t :  8. 

a. phys ica l  i nven to r i e s  of f i x e d  assets 
w i l l  be taken a t  r egu la r  i n t e r v a l s ?  

b. phys ica l  i nven to r i e s  of  material and 
supp l i e s  w i l l  be taken a t  r e g u l a r  
i n t e r v a l s  ? 

e.  accounting records w i l l  be brought 
i n t o  agreement wi th  the  resul ts  of 
phys ica l  inventor ies?  
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Answer Reference 

d. d i f f e rences  between q u a n t i t i e s  
determined by phys ica l  i n spec t ion  and 
those  shown i n  accounting records w i l l  
be inves t iga t ed :  

(1) 

(2 )  t o  i d e n t i f y  necessary improvements 

t o  determine causes of d i f f e rences?  

i n  procedures t o  prevent e r r o r s ,  
l o s s e s ,  and i r r e g u l a r i t i e s ?  

9. Does t h e  des ign  documentation exp la in  t h e  
agency's c a p i t a l i z a t i o n  c r i t e r i a ?  

10. Does t h e  des ign  documentation desc r ibe  t h e  
basis fo r  determining and record ing  the  amount 
of cos t  f o r  t h e  fol lowing types of property:  

a. f i x e d  a s s e t s ?  

b. material and suppl ies?  

e. proper ty  acquired by: 

(I) construct ion? 

(2)  lease-purchase cont rac t?  

(3)  t rade- in?  

(4)  forec losure?  

(5) devise? 

(6) f o r f e i t u r e ?  

(7) conf i sca t ion?  

(8) dontition? 
(9) i n s t a l lmen t  purcahses? 

d. property t r a n s f e r r e d  on a: 

(1) reimbursable bas i s?  

(2)  nonreimburaable bas i s?  

e. leasehold  improvements? 
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Answer Reference 
11. I n  determining the  cos t  of purchased property 

w i l l  t he  amount t o  be recorded be ne t  of 
discounts whether or not the  discount  i s  
taken? 

a. does the design show how purchase 
discounts  and discounts l o s t  w i l l  
be accounted fo r?  

12. Does the  design documentation show t h a t :  

a. the  cos t  incurred i n  t h e  following 
s i t u a t i o n s  w i l l  be capi ta l ized :  

(1) addi t ions? 

(2)  replacements? 

(3) betterments? 

(4) a l t e r a t i o n s ?  

b. t he  cos t  of f ea tu re s  superseded or 
destroyed i n  the above s i t u a t i o n s  
w i l l  be removed from the  property 
accounts? 

1.3. Will mater ia l  and suppl ies  issued f o r  use be 
charged t o  a c t i v i t i e s  on the  basis of  cost?  

14. Upon ret i rement  of property from serv ice :  

a. w i l l  the  cos t  of such property be 
removed from the  accounts? 

b. w i l l  the  depreciat ion accumulated on 
such property be removed from the  
accounts? 

c. w i l l  t he  loss or gain on ret i rement  
take i n t o  considerat ion : 

(1) removal costs?  

(2 )  mounts  r ea l i zed  from s a l e ?  

(3) other  salvage? 
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Answer Reference 

15. 

16. 

1 7 .  

SUMMAXY 

When property i s  t r a n s f e r r e d  t o  o the r  
agencies without reimbursement, w i l l  t h e  
book value be accounted f o r  as a reduct ion 
of t h e  Government’s investment? 

Does t h e  design documentation desc r ibe  
t h e  process by which deprec i a t ion  w i l l  be 
determined and recorded? 

W i l l  l easehold  improvements be deprec ia ted?  

Comment b r i e f l y  on con t ro l  over and accoun tab i l i t y  f o r  property.  
‘(2/1g/q5 Memo, Item C ( l ) ( d ) )  

Comment on t h e  c r i t e r i a  f o r  c a p i t a l i z a t i o n  of nonexpendable 
property.  (2/19/’15 Memo, Item C ( 1 )  ( e ) )  

Comment on any problem areas noted. (2/19/t’5 Memo, I t e m  D )  



SECTION 1 2  

PROCESSES 

ACCOUNTING FOR LIABILITIES 

OBJECTIVES 

Our p r i m a r y  o b j e c t i v e s  are  t o  determine: 

--whether proposed procedures w i l l  r e s u l t  i n  c u r r e n t ,  
complete, and accurate recording of a l l  app l i cab le  
t r a n s a c t i o n s ,  and 

--whether t h e  accounting system needs t o  provide 
records  of  cont ingent  l i a b i l i t i e s  and,  i f  s o ,  ensure 
t h a t  records  of cont ingent  l i a b i l i t i e s  are proper ly  
maintained. 

APPLICABLE PRINCIPLES AND STANDARDS 

L i a b i l i t i e s  s h a l l  b e  measured and recorded i n  t h e  per iod 
i n  which incu r red .  (Sec.  13.2(1)) 

L i a b i l i t i e s  s h a l l  be removed from t h e  accounts i n  t h e  
per iod t h a t  they a r e  l i q u i d a t e d .  (Sec.  13.2(1)) 

Amounts t o  be recorded as l i a b i l i t i e s  s h a l l  r ep resen t  
t h e  amounts a c t u a l l y  owed under con t r ac tua l  or o t h e r  
arrangements.  (Sec.  13.2(2)) 

Accounting records  s h a l l  be  maintained so t h a t  a l l  t r a n s -  
a c t i o n s  r e l a t i n g  t o  l i a b i l i t i e s  are included as of  t h e  end 
o f  t h e  account ing per iod .  (Sec.  1 3 . 5 ( 5 ) )  

The purchase p r i c e  included i n  in s t a l lmen t  o r  lease-purchase 
con t r ac t s ,  which are i n  substanc? in s t a l lmen t  purchases,  
s h a l l  be recorded as a l i a b i l i t y  when the  proper ty  i s  received 
o r  accepted from the  con t r ac to r .  
t h e  purchase p r i c e  shal l  be recorded as a l i a b i l i t y  when the  
opt ion  t o  purchase i s  exercised.  

For lease-purchase con t r ac t s ,  

(Sec. 13.5) 
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Under con t r ac t s  involving cons t ruc t ive  d e l i v e r y  the  l i a b i l i t y  
t o  pay f o r  work i s  incur red  as it is  performed by t h e  con- 
t r a c t o r s .  The l i a b i l i t y  s h a l l  be recognized and recorded 
on t h e  basis of  repor ted  performance of work. (See. 13.6) 

Agencies s h a l l  s epa ra t e  funded from unfunded accrued annual 
leave l i a b i l i t y  i n  t h e i r  revolving fund accounts.  (See. 13.9) 

When ma te r i a l s  or se rv icesa re  so ld  t o  o the r  agencies and 
f inanced through t h e  use of working fund advances, t he  
performing agency s h a l l  account f o r  t h e  amounts advanced as 
a l i a b i l i t y  u n t i l  it has completed i t s  performance. (See 13.7) 

Amounts received i n  advance of performance should be accounted 
f o r  as l i ab i l i t i e s .  (See. 15.8) 

Appropriate records of cont ingent  l i a b i l i t i e s  s h a l l  be maintained 
as p a r t  of t he  accounting system. (See. 13.3) 

Incurred l i ab i l i t i e s  s h a l l  be accounted f o r  and repor ted  
i r r e s p e c t i v e  of whether funds are ava i l ab le  o r  au thor ized  
f o r  t h e i r  payment. (See. 13 .2(3) )  

DISCUSS ION 

Recording l i a b i l i t i e s  i n  t h e  per iod i n  which incur red  and 
removing them from t h e  accounts i n  t h e  per iod i n  which l i qu ida ted  
w i l l  r e s u l t  i n  f u l l  and proper d i sc losu re  of  t he  agency's 
f i n a n c i a l  pos i t i on  i n  i t s  f i n a n c i a l  r epor t s .  

P r i n c i p l e s  and s tandards r e l a t i n g  t o  t h e  l i a b i l i t y  f o r  
employees accrued annual leave are contained i n  the  s e c t i o n  
r e l a t i n g  t o  accounting for cos$s, (Section 15 of this review 
guide) .  

Contingent l i a b i l i t i e s  a r e  f u r t h e r  discussed i n  Sec t ion  13.3. 

CHECK LIST 

1. Does t h e  design show the  flow of data 
through the  accounting system for. those  
t r ansac t ions  t h a t  a f f e c t  t h e  l i a b i l i t y  
accounts? (See. 27.5 4.a) 

Answer Reference 
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Answer Reference 

2. Are t h e  genera l  l edger  accounts f o r  
l i a b i l i t i e s  c l e a r l y  descr ibed? (De- 
s c r i p t i o n  should de f ine  t h e  account 
conten t ,  con t ro l  func t ion  i n  r e spec t  
t o  subsidiary l edge r s ,  and i d e n t i f y  
each a f f e c t e d  account.)  (See. 27.5 3.b) 

3. Is t h e r e  a l i s t i n g  or an o u t l i n e  of 
accounts and records  t o  be maintained 
which a r e  subs id i a ry  t o  t h e  gene ra l  
l edger  l i a b i l i t y  accounts? (See. 27.5 3.c) 

4. Is t h e r e  a d e s c r i p t i o n  of t h e  books of  
o r i g i n a l  e n t r y  and t h e i r  func t ions  i n  
regard t o  t h e  app l i cab le  gene ra l  l edger  
and subs id i a ry  accounts? (See. 27.5 3.d) 

5. Are the methods t o  be used i n  de t e r -  
mining the  amounts of and accounting 
f o r  each type of l i a b i l i t y  t r a n s a c t i o n  
c l e a r l y  descr ibed? 

6. Does t h e  design show t h e  flow of data 
app l i cab le  t o  t h e  following types of 
t r ansac t ions  through the  accounting 
processes : 

a. r e c e i p t  of  goods o r  se rv ices?  

b. determinat ion of Federa l  
l i a b i l i t y  on some o the r  basis? 

e. payment of l i a b i l i t i e s ?  

d. reduct ion  of l i ab i l i t i es  
through adjustment,  e t c . ?  

7. Are the  memorandum records t o  be maintained 
f o r  cont ingent  l i ab i l i t i e s  described? 

8. Is an appropr ia te  c r i t e r i a  prescr ibed  
f o r  determining when a t r a n s a c t i o n  or 
event  c r ea t e s  a cont ingent  l i a b i l i t y  and, 
f o r  determining when a cont ingent  l i a -  
bi1it;jzeshould be removed from the  record? 
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Answer Reference 

* 

9. A r e  t h e  methods f o r  determining the  
l i a b i l i t i e s  requi red  t o  be measured 
on an a c t u a r i a l  basis descr ibed? 

10. Where the  l i a b i l i t y  t o  pay f o r  work 
i s  incur red  as it i s  performed, r a t h e r  
than  when d e l i v e r i e s  a r e  made, does 
t h e  design i n d i c a t e  t h e  methods used 
t o  determine t h e  amounts of t h e  accrued 
expendi tures  and t h e  r e l a t e d  l i a b i l i t i e s  
(or  reduct ion  of advances) on t h e  b a s i s  
of performance? 

11. Is t h e r e  an explana t ion  of the  methods 
t o  be used to determine t h e  amounts of 
and t o  record accrued annual leave 
t r a n s  ac t ions  ? 

12. Does t h e  des ign  documentation state when 
a l i a b i l i t y  w i l l  be recorded for: 

a. Ins ta l lment  Contracts?  

b. Lease-Purchase Contracts?  

Comment br ief ly  on con t ro l s  established f o r  each type of 
l i a b i l i t y .  (2/19/75 Memo, I t e m  C ( l ) ( f ) )  

Comment on any problem areas noted. (2/19/75 Memo, Item D )  

1 . 
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SECTION 13 

PROCESSES 

ACCOUNTING FOR THE INVESTMENT 

OF THE U.S. GOVERNMENT 

OBJECTIVES 

Our primary ob jec t ives  are t o  ensure t h a t :  

-- the procedures proposed by t h e  agency w i l l  r e s u l t  i n  
a cu r ren t ,  complete, and accura te  p re sen ta t ion  of t he  
Government's investment i n  t h e  a s s e t s  of t h e  agency, and 

--all  appl icable  p r i n c i p l e s  and s tandards are complied 
with.  

APPLICABLE PRINCIPLES AND STANDARDS 

Major elements of t h e  Federa l  investment s h a l l  be s e p a r a t e l y  
accounted for. (Sec. 14.1) 

Property and se rv ices  received from o the r  agencies without  
reimbursement s h a l l  be accounted f o r  as an inc rease  i n  the 
Federa l  investment i n  t h e  a s s e t s  of t h e  agency. (See. 14.4) 

Transfers of property t o  o the r  agencies without  reimbursement 
s h a l l  be accounted f o r  as a reduct ion  of t h e  Federa l  i nves t -  
ment. (See. 14.4) 

N e t  income s h a l l  r e f l e c t  a l l  cos t s  of opera t ions  and revenues 
earned dur ing  the  r epor t ing  per iod wi th  the  except ion of p r i o r  
per iod adjustments.  
s e p a r a t e l y  from t h e  resul ts  of ord inary  items on t h e  s ta tement  
of opera t ions .  ) (Sec. 14.6) 

(Extraordinary items s h a l l  be shown 

c 

V 

Direc t  charges t o  accumulated n e t  income s h a l l  be r e s t r i c t e d  
t o  such t r ansac t ions  as d i s t r i b u t i o n s  of income t o  t h e  U.S. 
Treasury and p r i o r  per iod adjustments.  (Sec. 14.6) 
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DISCUSSION 
. I  

The investment of t h e  U.S. Government i n  t h e  a s s e t s  of  t h e  
agency cons i s t s  of t h e  r e s i d u a l  equ i ty  of t h e  Government after 
accounting f o r  a l l  known l i a b i l i t i e s  and investments o r  
e q u i t i e s  of o the r s .  

Accumulated n e t  income (or l o s s )  from opera t ions  i s  mainly 
app l i cab le  t o  revenue-producing business-type a c t i v i t i e s .  
income represents  t he  excess of revenues from opera t ions  over 
app l i cab le  expenses ( t h e  opposi te  s i t u a t i o n  would represent  a 
n e t  l o s s ) .  

Net 

CHECK LIST 

1. 

2. 

3. 

4. 

Does the  design show the  flow of  d a t a  
through the  accounting system f o r  those 
t r ansac t ions  t h a t  a f f e c t  t he  U.S. Government's 
investment account? (See. 27.5 4.a) 

Is t h e r e  a d e s c r i p t i o n  of t h e  books of 
o r i g i n a l  e n t r y  i n  which t r ansac t ions  
a f f e c t i n g  t h e  investment of t he  U.S. 
Government w i l l  be recorded? (See. 27.5 3.d) 

Is the re  a d e s c r i p t i o n  of  t h e  genera l  
l edger  accounts t o  be maintained f o r  
each of  t h e  major elements of the  
Federa l  investment? (Descr ipt ion should 
de f ine  the  account content ,  c o n t r o l  
func t ions  i n  r e spec t  t o  subs id i a ry  
ledgers ,  and i d e n t i f i c a t i o n  of each 
a f f e c t e d  account.)  (See. 27.5 3.b) 

Is the re  a l i s t i n g  o r  an o u t l i n e  of  accounts 
and records t o  be maintained which a r e  
subs id i a ry  t o  t h e  genera l  l edger  Federal  
investment accounts? (See. 27.5 3.c)  

Answer Reference 

SUMMARY 

Comment on any problem areas noted. (2/1g/75 Memo, I t e m  D )  
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SECTION 1 4  

PROCESSES 

ACCOUNTING FOR REVENUES 

OBJECTIVES 

Our primary o b j e c t i v e s  a re  t o :  

- - ident i fy  and e v a l u a t e  t h e  agency account ing pol icy  
which e s t a b l i s h e s  t h e  po in t  when revenues become 
r e a l i z a b l e  and are recorded as revenue earned.  

--ensure t h a t  the  procedures  proposed by the  agency w i l l  
r e s u l t  i n  record ing  revenues i n  accordance w i t h  
a p p l i c a b l e  p r i n c i p l e s  and s t anda rds .  

APPLICABLE PRINCIPLES AND STANDARDS 

Agency account ing systems s h a l l  provide f o r  record ing  revenue 
t r a n s a c t i o n s  i n  account ing r eco rds  when earned. (Sec.  15.3) 

Agency account ing pol icy  should e s t a b l i s h  t h e  p o i n t  when revenues 
become r e a l i z a b l e ,  w i t h  reasonable  p r a c t i c a b l e  c e r t a i n t y ,  i n  terms 
of valid claims against t h e  person o r  o rgan iza t ions  r ece iv ing  
t h e  goods o r  s e r v i c e s .  (Sec.  15.3) 

Amounts rece ived  i n  advance of  performance should be accounted 
f o r  a l i a b i l i t i e s  u n t i l  revenues are earned on t h e  bas i s  o f  
performance. (Sec . 15.3 1 

I 

Agencies ca r ry ing  on business- type a c t i v i t i e s  should prepare 
s ta tements  o f  ope ra t ions  d i s c l o s i n g  revenues and c o s t s .  
(Sec.  1 7 . 2 ( b ) )  

Applicable c o s t s  i ncu r red  t o  produce revenues from sales o f  
materials o r  s e r v i c e s  should be  compared o r  matched 
amount of  such revenues i n  prepar ing  f i n a n c i a l  r e p o r t s  on 
revenue-producing ope ra t ions .  (Sec.  1 7 . 2 ( b ) )  

w i t h  t h e  

The account ing system should provide c l a s s i f i c a t i o n s  according 
t o  t h e  types  o f  revenues earned .  (Sec.  15.3) 

DISCUSSION 

Revenues r ep resen t  t h e  i n c r e a s e  i n  assets (or  decrease i n  
l i a b i l i t i e s )  which r e s u l t  from ope ra t ions .  Revenues r e s u l t  from: 
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1. s e r v i c e s  performed by t h e  Government. 

L 

2. goods and o t h e r  t a n g i b l e  p r o p e r t y  d e l i v e r e d  t o  
p u r c h a s e r s ,  and 

amounts becoming owed f o r  which no c u r r e n t  
performance i s  r e q u i r e d .  

3. 

Accounting f o r  revenue should  provide  r e c o r d s  o f :  

1. t h e  amounts t o  b e  c o l l e c t e d  or o t h e r w i s e  accounted 
f o r ,  and 

t h e  revenue-producing o p e r a t i o n s  of t h e  agency i n  s u p p o r t  
o f  f i n a n c i a l  r e p o r t s .  

2. 

Contingencies that might result in gains should not be recognized 
in the accounts since to dosould recognize revenue prior t o  its 
realization. Contingencies that might result in gains should be 
carefully explained in financial statements. 

CHECK L I S T  Answer Reference 

1. Does t h e  d e s i g n  show t h e  f low o f  d a t a t h r o u g h  
t h e  account ing  system for  those t r a n s a c t i o n s  
t h a t  affect  t h e  revenue accounts?  
(See.  27.5 4.a) 

2 .  Are t h e  g e n e r a l  l e d g e r  a c c o u n t s  t o  be  
, mainta ined  for t h e  major  categories of  

revenues c l e a r l y  d e s c r i b e d .  (Descr ip-  
t i o n  should d e f i n e  t h e  account  c o n t e n t ,  
c o n t r o l  f u n c t i o n s  i n  r e s p e c t  t o  s u b s i -  
d i a r y  ledgers, and i d e n t i f y  each 
affected a c c o u n t . )  (Sec. 27.5 3 . b )  

3. Is  t h e r e  a l i s t i n g  o r  an o u t l i n e  o f  
accounts  and r e c o r d s  t o  be maintained 
which are s u b s i d i a r y  t o  t h e  g e n e r a l  
l e d g e r  revenue a c c o u n t s ?  (Sec. 27 .5  3 . c )  

Are t h e  methods t o  be used f o r  de te rmining  
and r e c o r d i n g  t h e  amounts of accrued 
revenue c l e a r l y  e x p l a i n e d ?  

4 .  

5. Is t h e r e  i d e n t i f i c a t i o n  o f  t h e  p o i n t  
when revenues become r e a l i z a b l e  and 
are recorded  as revenue earned?  

Is t h e r e  a d e s c r i p t i o n  of  t h e  books of 
o r i g i n a l  e n t r y  i n  which t r a n s a c t i o n s  
a f f e c t i n g  revenues w i l l  b e  recorded?  
(Sec .  27.5 3 . d )  

6. 
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S e f e r e n c e  Answer i 

7 .  Does t h e  d e s i g n  c o n t a i n  c h a r t s  and/  
or n a r r a t i v e  d e s c r i p t i o n s  t o  show t h e  
flow th rough  t h e  a c c o u n t i n g  p r o c e s s e s  
of d a t a  a p p l i c a b l e  to: 

a .  t r a n s a c t i o n s  c o n s t i t u t i n g  t h e  
e a r n i n g  of  revenue?  

b .  b i l l i n g s ?  

c .  c o l l e c t i o n  t r a n s a c t i o n s ?  

8. Does t h e  d e s i g n  c o n t a i n  t h e  format, 
i n c l u d i n g  p r o  forma d a t a ,  of each  
p r e s c r i b e d  i n t e r n a l  r e p o r t ?  

9. Do t h e  i n t e r n a l  r epor t s  compare 
r evenues  ea rned  w i t h  t h e  c o s t  of  
p r o v i d i n g  t h e  s e r v i c e s  or p r o d u c t s ?  

SUMMARY 

Comment on any problem areas n o t e d .  (2/19/75 Memo, Item D )  
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SECTION 15 

PROCESSES 

ACCOUNTING FOR COSTS 

OBJECTIVES 

Our primary object ives  a re  t o  aasure t h a t :  

- -a l l  elements of cos t  axe appropr ia te ly  accounted f o r ,  

--needed cos t  information w i l l  be produced by the  system, 
and 

--cost  accounting techniques adopted by the  agency support  
cost-based budgets. 

I n  addi t ion ,  we w i l l  ident i*  any cost-f inding techniques t o  be 
used, determine whether each such technique t o  be used i s  j u s t i f i e d ,  
and i d e n t i f y  da t a  needed t o  pe rMrm the  cost-f inding technique. 

APPLICABLE PRINCIPLES AND STANDARDS 

Accounting f o r  costs-general 

Accounting for cos ts  i s  e s s e n t i a l  fox implementing cost-  
based budgets. (See. 16.4) 

Accounting for cos ts  i s  required where reimbursement f o r  
se rv ices  performed is t o  be a t  cos t  or  where s a l e s  pr ices  
a r e  pr imari ly  based on cost .  (See. 16.4) 

Accounting f o r  cos t s  i s  a l s o  required where f u l l  recovery 
of cos t  from customers or users  of se rv ices  i s  a s t a t u t o r y  
requirement. (See. 16.4) 

Agency accounting systems s h a l l  incorporate  appropriate  
cos t  accounting techniques so  t h a t  needed cos t  information 
w i l l  be produced f o r  management and repor t ing  purposes. 
(See. 16.4) 

Cost accounting techniques should include, whenever 
appropriate  and f e a s i b l e ,  the  production of quant i ty  
d a t a  r e l a t i n g  t o  performance. (See. 16.4) 
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I n  s p e c i f i c  circumstances (see See. 12.5(h)) ,  deprec ia t ion  
should be accounted fo r .  (See. 16.8(b)) 

Cost da t a  must  be reasonably r e l i a b l e  b u t  unnecessary 
precis ion and refinement should be avoided. (Sec. 16.4(2)) 

Accounting prac t ices  f o r  a l loca t ing  i n d i r e c t  cos ts  must 
be devised with careso as t o  avoid producing cos t  da t a  
t h a t  obscures the  t o t a l  cos ts  f o r  which responsible  
managers should be held accountable. (See. 16.4(3)) 

Agencies should accrue i n  t h e i r  accounts the  cos t  and 
r e l a t e d  l i a b i l i t y  f o r  accrued annual leave as of the  
close of each f i s c a l  year ,  as a m i n i m u m ,  (Sec. 16.8(a)) 

Separate accounts s h a l l  be maintained f o r  unusual cos ts  
or l o s ses  of a nonrecurring nature which a r e  s u b s t a n t i a l  
i n  amount. (See. 16.8(g))  

A l l  r ea l i zed  gains and lo s ses  on exchange t ransac t ions  
s h a l l  be disclosed i n  agency accounts. Other l o s ses  
which have been incurred or are expected t o  occur during 
the  repor t ing  period s h a l l  be sepa ra t e ly  accounted for .  
(See. 16.8(f)) 

Accounting procedures should be adopted by each agency t o  
incorporate  cos ts  incurred by other  agencies i n t o  i t s  
accounting system whenever per iodic  determinations of 
t o t a l  cos ts  of  performance a re  needed and the  amounts of 
the  cos ts  incurred and paid by o ther  agencies are de ter -  
mined t o  be of s ign i f icance  i n  r e l a t i o n  t o  the  t o t a l  
cos ts  of the  agency, a c t i v i t y ,  o r  operat ion on which 
f i n a n c i a l  r epor t s  a r e  being prepared. (Sec. 16.8(d)) 

Reasonable estimates of cos ts  incurred and paid by other  
agencies should be based on information obtained from the  
performing agency. (See. 16.8(d)) 

Repair and maintenance cos ts  incurred t o  keep property 
i n  s a t i s f a c t o r y  condition s h a l l  be accounted f o r  as 
cur ren t  operat ing costs .  (See. 12 .5(e) )  

Accounting f o r  gran ts  

Payments t o  grantees  i n  advance of work performed s h a l l  be 
accounted f o r  as advances of the  gran tor  agencies u n t i l  
evidence of performance has been received from the  grantees.  
(Sec. 1 6 . 8 ( ~ ) )  

C 
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Payments t o  grantees as reimbursement f o r  work performed 
or cos ts  incurred s h a l l  be accounted f o r  as reductions 
of l i ab i l i t i e s  t o  pay f o r  such work or  cos ts .  (See. 1 6 . 8 ( ~ ) )  

Payment under gran ts  where no performance o r  report ing 
by grantees i s  required or  where the payments a r e  sched- 
uled t o  correspond with performance s h a l l  be accounted 
f o r  as l iqu ida t ions  of the  obl igat ions and as costs  
incurred. (See. 1 6 . 8 ( ~ ) )  

c 

Reports from grantees s h a l l  be required a t  reasonably 
frequent periods under advance o r  reimbursable grants  
t o  serve as the bas i s  f o r  accounting e n t r i e s .  
may be used f o r  monthly repor t ing  purposes, i f  necessary.) 
(See. 1 6 . 8 ( ~ ) )  

(Estimates 
* 

Upon termination of a grant ,  unused and improperly applied 
funds s h a l l  be co l lec ted  o r  adjusted pursuant t o  the terms 
of the  grant.  (See. 1 6 . 8 ( ~ ) )  

Upon grant  termination, t he  agency s h a l l  arrange f o r  the  
d ispos i t ion  of Government-owned property. (See. 1 6 . 8 ( ~ ) )  

Accounting f o r  i n t e r e s t  cos t  

For agency programs or a c t i v i t i e s  financed by advances or 
borrowings from the  Treasury on which i n t e r e s t  i s  required 
by l a w  t o  be paid, the i n t e r e s t  costs  incurred and paid 
s h a l l  be accounted f o r  i n  the  same manner as any other  
cos ts  which a r e  paid by the  agency. (See. 16.8(e))  

If the  i n t e r e s t  required t o  be paid by an agency i s  s ign i f -  
can t ly  less than the  i n t e r e s t  cos t  t o  t he  Treasury, the 
d i f fe rence  should be accounted f o r  as an add i t iona l  i n t e r e s t  
cos t  i n  accordance with the same pr inc ip les  as those appl icable  
t o  agency programs t o  which s i g n i f i c a n t  i n t e r e s t  cos ts  apply 
but  a r e  not required by l a w  t o  be paid. (See. 16.8(e))  

Where there  i s  no requirement t o  pay the  i n t e r e s t  cos ts  on 
the Government's investment and an agency is engaged i n  the  
performance of se rv ices  o r  s a l e  of property outs ide the  
Government f o r  revenues, a determination should be made as 
t o  the  s ign i f icance  of such costs .  If these cos ts  a r e  
s i g n i f i c a n t  i n  r e l a t i o n  t o  the f i n a n c i a l  r e s u l t s  of operat ion 
otherwise determined, and when an i n t e r e s t  f a c t o r  is included 
i n  revenues obtained from s a l e s  made o r  serv ices  rendered, 
t he  i n t e r e s t  costs .should be included i n  the accounts o r  
r e f l ec t ed  i n  footnotes  t o  the  f i n a n c i a l  statements.  
bas i s  f o r  determining i n t e r e s t  cos ts  i s  described i n  
2 GAO 16.8(e)) .  (See. 16.8(e))  

(The 

It is not  necessary t h a t  agencies performing serv ices  or  pro- 
ducing products mainly f o r  use within the  Government include 
i n t e r e s t  i n  t h e i r  accounts o r  d i sc lose  it as a cos t  i n  t h e i r  
f i n a n c i a l  statements.  (See. 16.8(e))  
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Cost da t a  f o r  such a c t i v i t i e s  used i n  making comparisons . -  
f o r  purposes of management decis ions should include an 
i n t e r e s t  f ac to r  whether o r  not recorded i n  the  accounts. 
(See. 16 .8(e) )  

Use of cost-finding techniques 

Cost data by program c l a s s i f i c a t i o n  may be obtained by 
appropriate  cost-analysis  techniques where maintenance 
of de t a i l ed  account c l a s s i f i c a t i o n s  f o r  t h i s  purpose 
would not be j u s t i f i e d .  (See. 16.4) 

Cost-finding techniques may be used i n  l i e u  of de t a i l ed  
cos t  accounting procedures t o  obtain da t a  needed f o r  
spec ia l  purposes where it i s  more economical and satis- 
fac tory  r e s u l t s  are obtained. (See. 16.6) 

DIS CUSS I ON 

"Cost" r e f e r s  t o  the  f inanc ia l  measure of resources consumed i n  
accomplishing a spec i f i ed  purpose. Cost information provides a comon 
f i n a n c i a l  denominator f o r  t he  measurement and evaluat ion of e f f i c i ency  
and economy i n  terms of resources used i n  performance. 

Congressional pol icy c a l l s  f o r  the use of cos t  information i n  
budgeting and i n  the  management of operations.  

The production and repor t ing  of s i g n i f i c a n t  cos t  information 
i s  e s s e n t i a l  f o r  e f f ec t ive  f i n a n c i a l  management. It i s  needed i n  
making meaningfu1.comparisons and i n  keeping cos ts  within l i m i t s  
e s tab l i shed  by l a w ,  regula t ion ,  or  agency management policy.  

Every expenditure should be considered as a cos t  of some 
e s s e n t i a l  planned a c t i v i t y .  To f a c i l i t a t e  comparison, as w e l l  
as cont ro l ,  the  c l a s s i f i c a t i o n  of planned and ac tua l  cos t  m u s t  
follow a l i k e  pa t te rn .  

The "costs" included i n  cost repor t s  should o r d i n a r i l y  be 
applied cos ts .  When f u l l  cos t s  a r e  not  required,  accrued 
expenditures may be used i n  l i e u  of cos ts  under c e r t a i n  circum- 
s tances .  When f u l l  cos t s  are required,  appl ied cos ts  should be 
used and provision should be made f o r  including i n d i r e c t  cos ts  
and unfunded cos t s .  

Section 16 of T i t l e  2 contains extensive discussion on the nature ,  
importance and use of cos t  data .  Other sec t ions  of t h i s  review guide 
contain pr inc ip les  and standards s p e c i f i c a l l y  r e l a t i n g  t o  cos t  r epor t s  
(Sections 4 and 5)  and cost-accounts (Section 8) .  

CHECK LIST 

1. Is the re  a l i s t i n g  by t i t l e  and number of 
the general  ledger  accounts used t o  con- 
t r o l  the  accumulation and d i s t r i b u t i o n  
of costs?  (See. 27.5 3.a) 
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Answer Reference 

2. Is there  a descr ip t ion  of each general  
ledger  account l i s t e d  above, including 
the intended account content,  con t ro l  
funct ion i n  regard t o  subs id ia ry  accounts 
and i d e n t i f i o a t i o n  of each a f f ec t ed  account? 
(See. 27.5 3.b) 

3. Does the  design contain a l i s t i n g  or  an 
out l ine  of t he  cos t  accsunts t o  be main- 
ta ined? 

4. Is there  a descr ip t ion  of the  books of 
o r i g i n a l  e n t r y  and t h e i r  functions i n  
regard t o  the  agency's general  ledger  
and subs id ia ry  cos t  account s t ruc ture?  
(See. 27.5 3.d) 

5. A r e  char t s  included depic t ing  the  flow of 
documentary da t a  through the cos t  account- 
i n g  processes 
supplemented by s u f f i c i e n t  descr ipt ions 
t o  enable r e l a t i n g  the  ac t ions  charted t o  
the accounting objec t ives ,  records,  
i n t e r n a l  controls ,  and f i n a n c i a l  reporktng 
requirements included i n  t h e  design pre- 
sen ta t ion?  (See. 27.5 4.a) 

6 .  Does the  design descr ibe the following: 

a. the  ro l e  of cos t  accounting, i n  terms 
of resources consumed, whether funded 
o r  unfunded, i n  r e l a t i o n  t o  the  pro- 
gram and operation? (See. 27.5 5.a) 

b. the degree of refinement of operat ional  
c l a s s i f i c a t i o n s  f o r  cos t  accounting 
purposes? (See. 27.5 5.b) 

e. the r a t iona le  and c r i t e r i a  by which 
accrued expenditures f o r  personal 
se rv ices ,  mater ia l s  and suppl ies ,  
equipment, and other  purposes w i l l  be 
charged t o  operat ional  c l a s s i f i c a t i o n s ?  
(See. 27.5 5.c) 

d. t he  role of cos t  centers  or  other  
accounts for a l loca t ing ,  charging, 
and accumulating cos ts?  (See. 27.5 5.d) 

(1) Does the  design descr ibe the  methods 
used t o  a l l o c a t e  and d i s t r i b u t e  
i n d i r e c t  cos t  t o  cos t  centers? 
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Answer Reference 

e. 

f .  

g. 

h. 

i. 

j. 

k. 

1. 

m. 

an explanation of the coding structure 
used as a basis f o r  distributing and 
summarizing costs by activity? 
(Sec. 27.5 5.e) 

the extent of association of quanti- 
tative data with costs? 
(Sec. 27.5 5.f) 

the relationship of the cost accounts 
t o  the agency’s cost-based budgeting? 
(Sec. 27.5 5.g) 

whether all elements of cost are 
included or only significant elements 
of cost? 

what elements of funded or unfunded 
cost will be included and excluded? 

will distinction be made between 
conmllable and uncontrollable 
costs? 

the areas where cost- f inding techni- 
ques will be used in lieu of cost 
accounts? (Sec. 27.5 5.i) 

the treatment of unfunded costs 
(including leave, depreciation, and 
costs paid by other Federal agencies)? 

t h e  t reatment  of i n t e r e s t  cos t s?  

7. Are the methods to be used in determining 
the amounts of and accounting for each 
element of cost explained? (Sec. 27.5 4.b) 

SUMWARY 

Describe briefly: 

1. cost accounting for major organizational segments, 
budget activities, and programs. (2/19/75 Memo, 
Item C (l)(g) 
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2. t reatment  of unfunded cos t s  inc luding  leave ,  deprec ia t ion ,  
and cos t s  paid by o the r  Federa l  agencies.  (2/19/75 Memo, 
Item C(l)(h)) 

3. accounting support  for cost-based ope ra t ing  budgets,  
(2/19/75 Memo, I t e m  C(l)(j)) 

Comment on any problem a reas  noted. (2/19/75 Memo, Item D )  
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SECTION 16 

PROCESSES 

ACCOUNTING FOR ACCRUED EXE’ENDITURES 

OBJECTrVES 

Our primary ob jec t ive  i s  t o  in su re  t h a t  t h e  methods t o  be used 
i n  determining and record ing  the  amounts of and accounting f o r  accrued 
expendi tures  a r e  adequate. 

APPLICABLF, PRINCIPLF,S AND STANDARDS 

Expenditures accrue r ega rd le s s  of  when cash payments a r e  
made, of whether invo5ces have been rendered, o r  i n  some 
cases ,  o f  whether goods o r  o the r  t .angible proper ty  have 
been phys ica l ly  received.  (See. 9.2) 

The por t ion  of any such expendi tures  which i s  unpaid a t  
a given po in t  i n  t i m e  i s  a l i ab i l i t y .  (Sec. 9.2) 

The po r t ion  of payments made f o r  which t h e  expendi ture  has 
not  accrued (such as advances) i s  an  asset, (See. 9 .2)  

For i tems manufactured and s e r v i c e s  performed t o  t h e  
Government’s s p e c i f i c a t i o n s ,  agencies s h a l l  record 
suchs t ransac t ions  i n  each account ing period, inc luding  
holdbacks and reques ts  f o r  progress payments, (When 
an agency f inds  it imprac t i ca l  t o  record unbi l led  
con t r ac to r  performance, such as from performance re- 
po r t s  , only documented t r a n s a c t i o n s  need be recorded. ) 
(Sec. 9.2) 

DISCUSS I O N  

Accrued expendi tures  are t h e  charges incu r red  dur ing  a given 
per iod r equ i r ing  t h e  provis ion of funds f o r :  

1. goods and o t h e r  kangible  proper ty  rece ived ,  

2. s e rv i ces  performed by employees , con t rac to r s ,  
g ran tees ,  l e s s o r s ,  and o the r  payees, and 
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.. . .  
I .  

3. amounts becoming owed under programs f o r  which no 
performance or cur ren t  s e rv i ces  are requi red  
(such as annu i t i e s  , insurance claims , o the r  b e n e f i t  
payments, and some cash g r a n t s ) ,  

An expendi ture  accsues when a bcgyer of goods o r  s e r v i c e s  rece ives  
them and thereby  becomes committed t o  pay f o r  them. When a con t r ac to r  
provides goods t o  the  Government, which he holds  himself a v a i l a b l e  t o  
s e l l  t o  o the r s ,  t he  expendi ture  accrues  when phys ica l  d e l i v e r y  by 
t h e  con t r ac to r  and r e c e i p t  by the  Government takes  place and t i t l e  
passes .  

Where goods o r  equipment a r e  manufactured t o  t h e  Government's 
s p e c i f i c a t i o n s ,  t h e  Government's expendi tures  are considered t o  
accrue based on cons t ruc t ive  r e c e i p t  of goods o r  o the r  t ang ib le  pro- 
per ty ,  r a t h e r  than  phys ica l  r e c e i p t o r  passing of t i t l e .  That i s ,  
expendi tures  i n  some cases  accrue i n  each accounting per iod when 
t h e  con t r ac to r  earns  a po r t ion  of t h e  con t r ac t  p r i ce .  Formal 
acceptance of t he  work by the  Government i s  no t  t h e  determining 
f a c t o r .  

A GAO pub l i ca t ion  e n t i t l e d  "Frequently Asked Questions About 
Accrual Accounting I n  The Federa l  Government" presents  a d e t a i l e d  
d i scuss ion  of t h e  na ture  of and accounting f o r  accrued expendi tures .  
Off ice  of Management and Budget B u l l e t i n  68-10 provides information 
and i n s t r u c t i o n s  t o  Federa l  agencies regarding t h e  a c c r u a l  of 
expendi tures .  
be b e n e f i c i a l  t o  t h e  reviewer dur ing  h i s  eva lua t ion .  

Fami l i a r i za t ion  wi th  both of t hese  documents would 

CHECK LIST Answer Reference 

1. Does t h e  design documentation show t h e  flow 
of data through t h e  p r i n c i p a l  accounting pro- 
cesses  f o r  t h e  acc rua l  of expendi tures? 
(See. 27.5 4.a) 

2. Does t h e  design documentation i n d i c a t e  the  
methods used i n  determining and accounting 
f o r  t h e  amount of accrued expendi tures  f o r  
t h e  fol lowing types of t r ansac t ions :  

a. personal  s e rv i ces  performed by 
employees ? 

b. m a t e r i a l  and suppl ies?  
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Answer Reference 

e. equipment, goods and o ther  t ang ib le  
proper ty  which i s  not  manufactured 
t o  t h e  Government's s p e c i f i c a t i o n s ?  

d. equipment, goods and o ther  t ang ib le  8 

proper ty  which i s  manufactured t o  
the  Government's s p e c i f i c a t i o n s ?  

(1) under these  circumstances,  w i l l  
t h e  expendi ture  be accrued i n  
t h e  same accounting per iods as 
t h e  con t r ac to r  earns  a por t ion  
of t h e  con t r ac t  p r ice?  

(2) i f  no t ,  w i l l  such expendi tures  
be accrued based on documented 
performance? 

e .  s e rv i ces  performed by: 

(1) cont rac tors?  

( 2 )  gran tees?  

(3) l e s s o r s ?  

( 4 )  o the r  payees? 

f .  amounts becoming owed under p rogram 
f o r  which no performance o r  se rv i ces  
are required? -- 

SUMMARY 

Comment on any problem areas noted.  (2/19/75 Memo, Item D )  
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SECTION 17 

PROCESSES 

FUND CONTROL 

OBJECTIVES 

Our primary objec t ive  i s  t o  assure  t h a t  the  agency's procedures 
f o r  con t ro l  of funds complies with appl icable  p r i n c i p l e s  and s tandards  
and wi th  s t a t u t o r y  requirements.  

APPLICABLE PRINCIPLFS AND STANDARDS 

The system s h a l l  be designed t o  assure  t h a t  t he  resources  of 
each sepa ra t e  fund and appropr ia t ion  a r e  appl ied  only 
t o  l e g a l l y  authorized purposes. (See. 8.1) 

The system s h a l l  incorpora te  appropr ia te  techniques t o  assist 
i n  achieving fund cont ro l .  (See. 10.2) 

Obligat ions w i l l  be i d e n t i f i e d  wi th  the  app l i cab le  appro- 
p r i a t i o n  o r  fund a t  t h e  time they  a r e  incur red .  (See. 10.3) 

Only those amounts meeting the  c r i t e r i a  of s e c t i o n  l3ll of the  
Supplemental Appropriation Act, 1955 (31 U.S.C. 200) w i l l  be 
recorded as ob l iga t ions .  (See. 10.4) 

Statements of ob l iga t ions  furn ished  t o  Congress o r  t o  any 
of i t s  committees s h a l l  include only amounts represent ing  
v a l i d  ob l iga t ions  as def ined  by s e c t i o n  1311 of t h e  Supple- 
mental Appropriations Act, 1955. (See. 10.4) 

Data on proposed expendi tures  may be accumulated i n  the  
accounting records before  they  become v a l i d  ob l iga t ions ;  
however, appropr ia te  co r rec t ions  must be made p r i o r  t o  
r epor t ing  s o  t h a t  amounts included i n  r e p o r t s  represent  
v a l i d  ob l iga t ions  as def ined by l a w .  (Sec. 10.4) 

The system must provide f o r  compliance wi th  d o l l a r  l i m i t a t i o n s  
imposed by l a w .  (See. 10.7) 

Appropriate accounts s h a l l  be maintained on t h e  acc rua l  basis 
t o  provide a c l e a r  showing of t h e  s t a t u s  of a l l  appropr ia t ions  
i n  terms of apportionments, a l lo tments ,  ob l iga t ions ,  expendi- 
t u r e s ,  revenues, and reimbursements. (Sec. 14.2) 



Agency account ing procedures s h a l l  provide f o r  appropr ia te  
recogni t ion  of apportionments and subdiv is ions  o f  fund 
au tho r i za t ions .  (See. 10.6) 

Agencies must a l s o  c o n t r o l  funds i n  accordance wi th  the  Impound- 
ment and Control  Act of 1974 which p resc r ibes  gu ide l ines  and 
procedures for t h e  establ ishment  of r e se rves  and o the r  d e f e r r a l  
of budget au tho r i ty .  (See. 10.1) 

DISCUSS ION 

Each agency i s  requi red  by s e c t i o n  3679 of t h e  Revised S t a t u t e s  
( the  Ant idef ic iency  Act) t o  have a system of adminis t ra t ive  con t ro l  
of funds approved by t h e  Direc tor  of t he  Off ice  of Management and 
Budget' The system of 
admin i s t r a t ive  c o n t r o l  of funds approved by OMB should be included 
i n  or appended t o  the  agency's s ta tement  of accounting p r i n c i p l e s  
and st@ndards. 

Such a system must r e s t r i c t  ob l iga t ions  o r  expendi tures  t o  the  
amounts appropr i a t e3 , to  the  balances i n  the  funds involved, t o  t h e  
amounts of t h e  apportionment or reapportionments made f o r  t he  cu r ren t  
f i s c a l  per iod,  and t o  t h e  amounts of adminis t ra t ive  subdiv is ions  
thereof  made t o  r e s t r i c t  ob l iga t ions  and expendi tures  t o  amounts 
authorized.  

The term "fund cont ro l"  r e f e r s  t o  management con t ro l  over t he  
use of fund au thor i za t ions  t o  in su re  t h a t  funds a r e  used only f o r  
au thor ized  purposes and ob l iga t ions  and expendi tures  do not  exceed 
the  amounts authorized.  

The accounting system design should desc r ibe  how o f f i c i a l s  
i ncu r r ing  ob l iga t ions  have a b a s i s  f o r  knowing whether funds a r e  
a v a i l a b l e  and how the  accounting sys tem supports  the  management 
system f o r  t h e  adminis t ra t ive  c o n t r o l  of funds. 

The fund con t ro l  system must provide reasonable  assurance t h a t  
ob l iga t ions  w i l l  be properly au thor ized  and t h a t  funds are ava i l ab le  
t o  support  the  incu r r ing  of these  ob l iga t ions .  

Requirements r e l a t i n g  t o  fund con t ro l  r e p o r t s  and fund con t ro l  
accounts are presented i n  o the r  segments of t h i s  guide (Sect ions 6 
and 8).  

CHECK LIST Answer Reference 

1. Does t h e  design show the  flow of data through 
the  records--from source documents t o  repor t s - -  
f o r  t h e  fol lowing types of t r ansac t ions :  
(Sec. 27.5 4.a) 
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a 

2. 

3. 

4 .  

5. 

c 
6. 

7. 

8. 

Answer - Reference 

Are hooks of or iginal  e n t q  ziid t h e i r  f u n c t i c n s  
i n  regal-d '0 the  appl icable  geaera l  lec?ger 
and subsirilai.y accounts 2escrlbSd'; 

-II -__I.-- 

(SPC. 27.5 3.d) 

1s t he re  8p, explanat ion of i h i  c r i t e r i e  t z  
be a p p l i &  t o  detemi.ne -,;;hen a v-alid obl i -  
ga%ion is creates? --- -- --- 



- .  

Answer Reference 

9. 

10. 

11. 

12. 

SUMMARY 

Does t h e  o u t l i n e  of con t ro l s  provide f o r :  

a. approval of ob l iga t ing  documents? 

b. review of vouchers, and r e l a t e d  
documents ( inc luding  invoice ,  
ob l iga t ion  au tho r i za t ion  document, 
rece iv ing  r e p o r t )  p r i o r  t o  payment? 

c. p re-va l ida t ion  of obl iga t ions?  
Y 

d.  planning and p ro jec t ions  of ob l iga t ions  
and expendi tures  t o  be incurred? 

Does the  design contain:  

a. f o r  each i n t e r n a l  r e p o r t ,  t h e  l e v e l  t o  
which t h e  r epor t  w i l l  be dis t r ibuted,  
and i t s  frequency? 

b. r epor t s  which compare planned ob l i -  
ga t ions  and expendi tures  aga ins t  those 
a c t u a l l y  incurred? 

e .  a l i s t i n g  by t i t l e  and form number of  
each e x t e r n a l  r e p o r t  produced or 
p a r t i a l l y  produced by t h e  system show- 
ing  the  status of appropr ia t ions  and 
funds? (See. 27.5 2.d)  

Has the  system f o r  adminis t ra t ive  c o n t r o l  
of funds been approved by t h e  Off ice  of 
Management and Budget? 

Does the design demonstrate that obligation 
and expenditure of amounts authorized will 
not be reserved or deferred without Congressional 
knowledge and approval? 

Describe b r i e f l y  the  system f o r  t he  adminis t ra t ive  con t ro l  of 
funds.  (2[19[75 Memo, Item C(1) (b ) )  

Comment on any problem a reas  noted. (2/19/75 Memo, Item D )  
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INTERNAL CONTROL 

OBJECTIVES 

Our pr imary o b j e c t i v e s  are t o  confirm t h a t  p rocedures  proposed by 

t h e  agency p r o v i d e  adequa te  i n t e r n a l  c o n t r o l  t o  a s s u r e  t h a t :  

- - f i n a n c i a l  r e p o r t s  are  a c c u r a t e  and r e l i ab le ,  

--assets are  s a f e g u a r d e d ,  

--revenues are c o l l e c t e d  or p r o p e r l y  accounted for, 

--an adequa te  a u d i t  t r a i l  i s  p r o v i d e d ,  and 

--adequate a d m i n i s t r a t i v e  p r o c e d u r e s  are provided to 
s y s t e m a t i c a l l y  examine d i sbur semen t  and c o l l e c t i o n  t r a n s -  
a c t i o n s  p r i o r  t o  d i sbu r semen t  or d e p o s i t .  

c o n t r o l  o v e r  c a s h  a t  a l l  times and w i l l  r esu l t  i n  prompt 
d e p o s i t ,  and 

--handl ing o f  cash  receipts  w i l l  p r o v i d e  a d e q u a t e  

--adequate c o n t r o l  i s  provided f o r  each t y p e  of 
asset ,  i n c l u d i n g  c o n t r o l  o v e r  w r i t e - o f f s  and write-downs 
o f  assets. 

APPLICABLE PRINCIPLES AND STANDARDS 

R e s p o n s i b i l i t y  f o r  t h e  performance o f  a l l  d u t i e s  n e c e s s a r y  t o  
c a r r y  o u t  t h e  f u n c t i o n s  f o r  which t h e  agency e x i s t s  should be  
c l e a r l y  d e f i n e d  and s p e c i f i c a l l y  a s s i g n e d ,  and a p p r o p r i a t e  
a u t h o r i t y  f o r  such performance shou ld  be  d e l e g a t e d .  (Sec. 6 ( 2 ) )  

R e s p o n s i b i l i t y  f o r  a s s i g n e d  d u t i e s  and f u n c t i o n s  shou ld  be  
a p p r o p r i a t e l y  segregated as between a u t h o r i z a t i o n ,  performance,  
keep ing  o f  r e c o r d s ,  cus tody  o f  r e s o u r c e s ,  and review.  (Sec. 6 ( 3 ) )  

A system o f  forward p l a n n i n g  is needed f o r  d e t e r m i n i n g  and j u s t i f y i n g  
needs  f o r  f i n a n c i a l ,  p r o p e r t y  and p e r s o n n e l  r e s o u r c e s .  (Sec. 6 ( 4 ) )  

An adequa te  system o f  a u t h o r i z a t i o n  and r e c o r d  p r o c e d u r e s  must 
be d e v i s e d .  (Sec. 6 ( 6 ) )  

The performance o f  a l l  d u t i e s  and f u n c t i o n s  shou ld  be  unde r  
p r o p e r  s u p e r v i s i o n .  (Sec. 6 ( 8 ) )  
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A l l  performance shou ld  be s u b j e c t  to a d e q u a t e  r ev iew unde r  a n  
e f f e c t i v e  i n t e r n a l  a u d i t  program. (Sec. 6 ( 8 ) )  

A l l  f u n d s ,  p r o p e r t y ,  and o t h e r  r e s o u r c e s  f o r  which a n  agency 
i s  r e s p o n s i b l e  shou ld  be  a p p r o p r i a t e l y  s a f e g u a r d e d .  

Effective p r o c e d u r e s  s h o h d  be  e s t a b l i s h e d  f o r  t h e  p r e a u d i t  
and a p p r o v a l  o f  vouchers  b e f o r e  t h e y  are p a i d  s u b j e c t  t o  t h e  use 
o f  s ta t i s t ica l  sampling t e c h n i q u e s  a u t h o r i z e d  by 31 USC 82b-1. 
( S e c .  1 2 . 2 ( 3 )  (E) 1 

(Sec .  6 ( 1 2 )  ) 

Appropr i a t e  r e c o r d s  o f  a l l  cash  r e c e i v e d  s h a l l  be  made 
immediately a f t e r  r e c e i p t s .  (Sec. 1 2 . 2 ( 1 ) ( A ) )  

Disbursements s h a l l  be r eco rded  promptly i n  t h e  a c c o u n t i n g  
r e c o r d s .  (Sec. 1 2 . 2 ( 1 ) ( B ) )  

P rocedures  shou ld  be  adopted to i n s u r e  t h a t  ca sh  r e c e i p t s  
are d e p o s i t e d  promptly.  (Sec. 1 2 . 2 ( 1 ) ( A ) )  

There s h a l l  b e  a p p r o p r i a t e  d i v i s i o n  of  d u t i e s  among 
o f f i c i a l s  and employees who have r e s p o n s i b i l i t y  f o r  
h a n d l i n g  cash  and keep ing  r e c o r d s  o f  cash  t r a n s a c t i o n s .  
(Sec. 1 2 . 2 ( 3 ) ( A ) )  

There s h a l l  be  a n  independen t  i n t e r n a l  a u d i t  r ev iew i n t o  
t h e  e f f e c t i v e n e s s  o f  t h e  cash  c o n t r o l  system. 
(Sec. 1 2 . 2 ( 3 ) ( D ) )  

Adequate c o n t r o l s  shou ld  be e s t a b l i s h e d  to p r e v e n t  
payments.  (Sec. 1 2 . 2 ( 3 ) ( C ) )  

d u p l i c a t e  

Adequate c o n t r o l  o v e r  e x p e n d i t u r e s  i s  r e q u i r e d ;  i n c l u d i n g ,  f o r  
example,  p rocedures  t o  assure t h a t  goods and s e r v i c e s  p a i d  for  
are a c t u a l l y  r e c e i v e d  and t h a t  q u a l i t y ,  q u a n t i t y  and p r i c e s  are 
i n  acco rdance  w i t h  a p p l i c a b l e  c o n t r a c t s  or a u t h o r i z a t i o n s . ( S e s .  6 (11)) 

Accounting p rocedures  shou ld  be d e v i s e d  t o  assist i n  a s s u r i n g  
t h a t  t h e  r evenues  a p p l i c a b l e  t o  t h e  agency’ s  o p e r a t i o n s  or i t s  
assets are c o l l e c t e d  or o t h e r w i s e  accounted f o r .  ( S e c .  1 5 . 2 )  

A l l  t r a n s a c t i o n s  s h a l l  be  so r eco rded  t h a t  t h e y  can be r e a d i l y  
t r a c e d  from t h e  
t h e  f i n a n c i a l  r e p o r t s  i s s u e d .  (Sec. 8 .7 )  

originat ing documents t o  summary r e c o r d s  and t o  
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Procedures must  be adopted t o  assure  t h a t  a s s e t s  (1) are  used 
properly and for  only authorized purposes, ( 2 )  do not leave the  
possession of t he  Government except under proper au thor iza t ion ,  
and (3) a re  not disposed of without proper au thor iza t ion .  
Adequate measures should be taken f o r  t h e i r  care  and 
preservation. (Sec. 12.1) 

Procedures must  be adopted t o  assure  t h a t  a s s e t s  a re  not wr i t ten  
of f  or w r i t t e n  down without proper au thor iza t ion .  (See. 12.1) 

The system must provide the  bas i s  f o r  con t ro l  over funds, property,  
and o ther  a s se t s .  (See. 8.2) 

DISCUSSION 

This s ec t ion  i s  c lose ly  r e l a t e d  t o  and should be used i n  conjunction 

with the  ADP review guide. 

Agency procedures should include adequate adminis t ra t ive procedures 

f o r  sys temat ica l ly  examining disbursement and co l l ec t ion  t ransac t ions  

t o  v e r i f y  t h e i r  l e g a l i t y ,  propriety,  and correctness  a t  the  point  

i n  t i m e  when any needed preventive o r  cor rec t ive  ac t ion  can be most 

e f f e c t i v e l y  taken. This examination should be made p r i o r  t o  disbursement 

o r  deposi t .  Where a s a t i s f a c t o r y  examination cannot be completed p r io r  t o  

disbursement or depos i t ,  any s t eps  needed t o  complete the  procedures should 

be taken a t  the  e a r l i e s t  p rac t icable  t i m e ,  s o  t h a t  e f f e c t i v e  cor rec t ive  

ac t ion  can be taken. These agency r e s p o n s i b i l i t i e s  were included i n  a 

l e t t e r  from the  Comptroller General t o  the  Heads of Federal  Departments 

and Agencies dated August 1, 1969 (B-161457). 

I n  accordance with 31 USC 82b-1, an agency head may prescr ibe the  

use of adequate and e f f ec t ive  s t a t i s t i c a l  sampling procedures i n  the  

examination and approval of disbursement vouchers f o r  amounts of less 

than $500. 
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CHEXK LIST Answer Reference 

1. Does the  design desc r ibe  the  manner i n  
which f i n a n c i a l ,  manpower and proper ty  re- 4 

sources  are con t ro l l ed  and safeguarded? 
(See. 27.5 7.a) 

)? 2. Does t h e  c o n t r o l  of resources  inc lude  r e g u l a r  
au tho r i za t ion ,  approval,  documentation, re- 
cording, reconci l ing ,  r epor t ing ,  and re la ted 
accounting processes? (See. 27.5 7. a )  

3. Does t h e  des ign  conta in  an o u t l i n e  of con t ro l s  
over quan t i ty ,  t ime l ines s  , r e l i a b i l i t y  and 
accuracy of inpu t s ,  processing,  and outputs  
(whether f o r  manual, automated, o r  mechanical 
systems)? (Sec. 27.5 7.b) 

Does t h e  o u t l i n e  of con t ro l s  s u f f i c i e n t l y  
demonstrate reasonable  assurance of accura te  
record ing  of t r ansac t ions  and r epor t ing  
t h e i r  e f f e c t s  i n  t h e  accounting per iod i n  
which they  occur? 

4. 

(See. 27.5 7.b) 

5. Have a u d i t  t ra i l s  throughout t h e  system been 
i d e n t i f i e d  and descr ibed  i n  t h e  system design? 
(Sec. 27.5 7 .c )  The a u d i t  t r a i l  i s  the  manner 
i n  which a p a r t i c u l a r  element of  d a t a  t h a t  
e x i s t s  i n  t h e  f i l es  can be t r a c e d  backward t o  
t h e  source of  t he  t r a n s a c t i o n  t h a t  c r ea t ed  it 
and forward t o  i t s  position i n  a r epor t .  

6 .  Does t h e  des ign  provide f o r  examination 
(p reaud i t )  of disbursement t r ansac t ions  
p r i o r  t o  disbursement? 

7. If disbursement t r ansac t ions  w i l l  not  be 
examined p r i o r  t o  disbursement,  does 
t h e  design documentation ind ica t e :  

I( 

a. the  poin t  i n  time when such t r a n s -  
a c t i o n s  w i l l  be examined? 

b.  why such t r ansac t ions  w i l l  not  
be examined p r i o r  t o  disbursement? 



, 

Answer Reference 

8 .  W i l l  s t a t i s t i c a l  sampling procedures be 
used i n  the examination of disbursements 
f o r  amounts of less than $5OO? 

9. W i l l  such examination include review of 
vouchers and r e l a t e d  documents ( including 
invoices ,  ob l iga t ion  au thor iza t ion  
documents, and receiving r e p o r t s )  i n  
order  t o  v e r i f y  the l e g a l i t y ,  p ropr ie ty  
and correctness  of disbursement 
t r ans  a c t  ions ? 

10. Does the  design documentation provide 
f o r  examining co l l ec t ion  t ransac t ions  
p r i o r  t o  co l l ec t ions  being deposited? 

11. If co l l ec t ion  t ransac t ions  w i l l  not 
be examined p r i o r  t o  depos i t ,  does the  
design documentation ind ica te :  

a. t he  point  i n  t i m e  when 
such t ransac t ions  w i l l  be 
examined? 

b.  why such t ransac t ions  w i l l  not 
be examined p r i o r  t o  deposi t?  

12. W i l l  such examination include review o f  
co l l ec t ions  i n  order  t o  v e r i f y  t h e i r  
l e g a l i t y ,  propriety,  and correctness? 

l3* Does the  design documentation descr ibe 
the cont ro ls  es tab l i shed  t o  prevent 
dupl ica te  payments? 

14. Does the  design documentation descr ibe  
con t ro l  procedures es tab l i shed  over 
assets other  than cash? 

1 5 .  Does the design documentation descr ibe 
procedures es tab l i shed  for 'handling 
cash? 

16. W i l l  proper au thor iza t ion  be required 
before assets are w r i t t e n  o f f  o r  
wr i t t en  down? 
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Answer Reference 

For records comprising the audi t  
t rails  of the  system, are  re ten t ion  
periods specified? 

a. Are these retent ion periods 
i n  accordance with the pro- 
vis ions of 8 GAO 9 and 
8 GAO lo? 

For automated systems, does the 
design documentation describe 
the : 

a. Controls over the data  for- 
warded t o  the computer center 
f o r  processing? 

Controls over t he  output products 
forwarded from the computer center 
t o  the various accounting of f ices?  

When e d i t  and e r r o r  l i s t i n g s  are  printed 
out f o r  manual research and correction, 
does the design documentation describe 
controls t o  ensure t h a t  a l l  items 
pr inted out a re  re-entered i n t o  the  
sys tem? 

b. 

Describe b r i e f l y  the in t e rna l  controls  planned f o r  the system. 
(2/19/75 Memo, Item C ( i ) )  

Comment on any problem areas noted. (2/19/75 Memo. Item D )  
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